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CONTINENTAL ILLINOIS 
NATIONAL BANK AND 
TRUST COMPANY 


OF CHICAGO 


Statement of Condition, December 31, 1934 


RESOURCES 


Cash and Due from Banks . 
United States Government Obligations, 
Direct and Fully Guaranteed: 
Unpledged $321,600,126.12 
Pledged* 63,670,535.96 


Other Bonds and Securities 
Loans and Discounts : 
Stock in Federal Reserve Bank 


Customers’ Liability on Acceptances 

Income Accrued but Not Collected 

Banking House . 

Real Estate Owned other due Shing Senin 
Other Resources ‘ 


LIABILITIES 
Deposits: 
General 
Public Funds 


Acceptances 


$728,386,594.01 


Reserve for Taxes aa a 
Reserve for Dividend on Preferred Stock 
Income Collected but Not Earned . 
Capital Account: 
Preferred Stock 
Common Stock 
Surplus ; 
Undivided Profits 


Reserve for Contingencies 


$50,000,000.00 
25,000,000.00 
I 1,000,000.00 
3,606,218.86 


12,500,000.00 


$227,519,793.39 


385,270,662.08 
65,154,726.50 
233,030,237-95 
3,000,000.00 
5,501,582.10 
31423,518.75 
14,100,000.00 
1,308,692.84 
230,048.88 


$938,539,262.49 


- _ 96,097,005.50  $824,483,599.51 


5:580,993.14 
5:194,756.63 
833,334-72 
340,359.63 


102,106,218.86 


$938,539,262.49 


*To secure public, trust department and bank receivers’ funds. 
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N this issue we again present our semi-annual review of the 

banking situation and statistical tables showing the present 

position of clearing-house banks in leading cities as of the 

end of the year 1984. According to these statistics, loans and 
discounts have decreased by $276,371,000 during the last six 
months of 1934; Government securities have increased by $718,- 
469,000; deposits have increased by $1,529,699,000 and surplus 
and undivided profits have increased by $19,908,009. 


ALTHOUGH there is not a clause in the Constitution of the United 
States which refers to banking, Congress has passed an increasing 
amount of banking legislation and established a variety of Federal 
banking systems. On what constitutional authority has this Con- 
gressional action been based? How much further has Congress 
the constitutional authority to go in Federalizing banking? How 
is the Supreme Court likely to interpret the powers of Congress? 
All of these questions are considered by 'T. J. ANDERSON, JR., in 
this issue in an article entitled “The Powers of Congress Over 
Banking” which begins on page 153. “If the Supreme Court,” 
concludes Dr. Anderson, “should continue its traditional policy of 
liberally interpreting the powers of Congress, it would seem that 
Congressional legislation upon the subject of banking incurs but 
slight risk of being declared unconstitutional. The powers of Con- 
gress relative to banking appear to be adequate to permit a wide 
discretion in banking legislation.” 


THE various functions that come under the head of “merchandis- 
ing” should all be co-ordinated in one department in the opinion of 
L. DoucLas MrrepirH, whose series of articles on “Financial Mer- 
chandising’”’ has been running now for over a year. This month’s 
article describes the merchandising department and how it operates 
ina modern bank. Dr. Meredith believes that bank executives 
should recognize more clearly than they have in the past the im- 
portance of this department and he strongly urges that it should 
be headed by a senior executive who is in close touch with manage- 
ment policies. This article starts on page 169. 


Ix order to divide the interest income of the bank equitably be- 
tween the various departments to obtain bank costs it is necessary 
vu 
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to ascertain the funds which each of the departments has invested 
in the assets which have produced that interest income. The neces- 
sary accounting procedure for obtaining this information is dis- 
cussed in this month’s issue on page 193 by E. S. Woo.t.ery. This 
is the third article by Mr. Woolley on cost ascertainment. 


ESTABLISHING a satisfactory relationship between the bank and its 
commercial depositors really resolves itself down to the banker 
being able to stipulate a fair price for the services he renders and 
his ability to obtain that price from his customers. Beginning on 
page 199 FrepERIcK W. Herzet discusses “Establishing a Prin- 
ciple for Account Analysis” in the third of a series of articles on 
analyzing commercial accounts. 


On page 207 of this issue appears an article entitled “Monetary 
Policy and Prices.” The author, James H. Ranp, JR., is president 
of Remington Rand, Inc., and chairman for the Committee for the 
Nation. In this article Mr. Rand outlines the policies and prin- 
ciples of this now famous Committee and explains how and why 
it was created. “Itis perfectly natural for men to challenge think- 
ing which violates their traditions,” says Mr. Rand. “I do not 
criticize bankers for questioning the adv isibility of monetary change. 
I questioned it myself for a long time. What I do criticize, what I 
hope will disappear, is the closed-mindedness which will not examine 
facts.” Mr. Rand denies that the Committee for the Nation ad- 
vocates inflation. Their aim, according to Mr. Rand, is to restore 
normal income and purchasing power to depressed economic groups. 
In publishing this article THe BANKERS MAGAZINE is actuated by 
a desire to present both sides of various controversial monetary 
subjects. It is not to be considered as in any way expressing the 
views of this Magazine. 


AccorDING to FrepERIcK H. HurpMan it is not sufficient for the 
banker to rely solely on the examinations conducted by some gov- 
ernmental agency. In the opinion of this writer it is obvious that 
the obligation of the bank for a thorough audit is actually greater 
than the obligation which rests upon industry. Bankers, he points 
out, are probably about the only class to boast about the amount 
of money they owe, referring to deposit liability. An industrial 
corporation with a comparable debt, he says, would probably be 
obliged to have its accounts authenticated by some reputable firm 
of accountants. Mr, Hurdman’s views will be found in his article 
beginning on page 245 of this issue entitled “Bank Examinations 
by Accountants.” Mr. Hurdman is first vice-president of the New 
York State Society of Certified Public Accountants. 
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Editorial Comment 


THE NATIONAL SECURITY BILL 
A seri the distress originating from the depression 


should give rise to some plan for greater economic 

security was to be expected. The President has sent 
a message to Congress giving his views as to what should 
be done, and a bill has been introduced to carry out what 
the President has in, mind; that is, to provide, in the form 
of unemployment insurance, old-age pensions, etc., some 
amelioration of the widespread distress due to business 
depressions. With this aim there will be practically universal 
sympathy. And it seems the general opinion that a plan of 
the character now under consideration will be more effective 
and less expensive than the rather miscellaneous methods 
now being employed. 

To those who claim that the individual should himself 
make provision for withstanding these economic blizzards, 
the inquiry could be pertinently made as to just how much 
provision the unemployed millions could have made in the 
last five years against such contingencies in the future. 

Manifestly, it would be far better if the necessity for 
providing against these economic upheavals could be wholly 
obviated. But the superman who can insure against war 
and panics has not as yet made his appearance. While 
awaiting his coming, the world will have to resort to expe- 
dients for lessening the baneful effects of these twin evils 
of the human race. 


ATTAINING GREATER UNIFORMITY IN 
BANKING 


N a recent address by Guy Emerson, vice-president of 

the Bankers Trust Company of New York, several 

banking problems were mentioned as requiring con- 
sideration; among them, these two: 


1, Can a way be found to establish a uniform standard of bank 
charters without violating state autonomy? Can this be achieved 





Nee 
THE BANKERS MAGAZINE 


through the Federal Reserve System or the Federal Deposit Insurance 
Corporation? 

2. Can a way be found to establish uniform standards of super- 
vision of banks after they are chartered, and to simplify the costly 
and ineffective condition under which separate examinations have been 
conducted by the Comptroller of the Currency, the Federal Reserve 
Board, the Reconstruction Finance Corporation, the Federal Deposit 
Insurance Corporation, the State Banking Departments, many clearing- 
houses, the boards of directors of banks, and in some cases certified 
public accountants? 


The difficulty of establishing a uniform standard of 
bank charters is due, primarily, to the sovereignty of the 
states, which thus far has been construed as conferring the 
right to charter banks. But this sovereignty was upset in 
one respect when Congress destroyed the state bank notes 
by taxation. 

There is another force hindering the attainment of uni- 
formity of bank charters. It rests in the fear on the part 
of many people that if Congress alone had the power to 
charter banks, it might result in a general extension of the 
branch banking system, under the control of a limited num- 
ber of the big banks. While there is an eminently respect- 
able body of opinion to the effect that this would result in 
safer banking, neither the bankers nor the people seem as 
yet ready to pay the price for such safety. 

But if this uniformity of charters is for the present 
impracticable, the multiple system of examinations to which 
Mr. Emerson referred should be susceptible of simplifica- 
tion, with resulting economy and without lessened efficiency. 

That the banks of the country are functioning effec- 
tively was thus declared by Mr. Emerson: 


In its consideration of our banking structure, the public may well 
take a little pride in the fact that hundreds of American banks have 
survived the unexampled difficulties of the past few years in unques- 
tioned strength and capacity for service. Many institutions have sound 
records going back over one hundred years. 

Our banks as a whole are today providing economical and useful 
checking service to millions. They are acting as custodians of the 
savings of the public, and giving help and counsel, in city and village, 
to the men and women who seek it, in the same intimate way that the 
doctor or lawyer is consulted. 

They are lending billions to industry and agriculture, and have 
additional billions of credit available to large and small units of busi- 
ness whenever it is demanded. 

They hold thirty-seven per cent. of the Government debt, and are 
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ready to give continued co-operation to the Government in this 
direction. 


He concluded his address by saying that he believed 
that those bankers whose skill and ethics are, and always 
have been on a high plane, can, with proper assistance, 
establish and maintain adequate standards of skill and ethics 
in the banking structure as a whole. 





MONETARY REFORMERS’ PROGRAM 


AST month Washington was the scene of an assemblage 
jot more than one hundred monetary reformers, who 
after deliberating for a few days evolved the follow- 

ing program of monetary reform: 

1. Conversion of the twelve Federal Reserve banks into a central 
bank, Government-owned and operated, with control over issuance of 
currency. 

2. Remonetization of silver. 

3. Detachment of the dollar from a fixed relationship to gold. 

4. Cash payment of the soldiers’ bonus. 


5. Control of the value of the dollar through operations of an 
equalization fund. 


6. An investigation by Congress to discover identity of holders, 
real and nominal, of the outstanding obligations of the Government as 
of January 1, 1935. 


Aside from the last paragraph, relating to the holders 
of Government obligations, there is nothing new in the 
above proposals. 

As to the conversion of the twelve Federal Reserve 
banks into a single central institution, it would seem that 
there already exists practical central control through the 
Federal Reserve Board, where members are appointed by 
the President of the United States, and who have power 
to remove directors of any of the Reserve banks. The pro- 
posal to substitute Government for private ownership is 
comparatively new. The capital of the Reserve banks was 
all contributed by the member banks, as were the reserve 
deposits. Since, through the control exercised by the Fed- 
eral Reserve Board, management is practically divorced 
from ownership, probably the member banks might view 
the taking over of their shares by the Government with a 
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considerable degree of equanimity. But the severance of 
direct relations between the member banks and the twelve 
regional banks might have serious and far-reaching conse- 
quences. 

The monetary reformers would detach the dollar from 
a fixed relationship to gold, and would control the value of 
the dollar through operations of an equalization fund. This 
is substantially the idea embodied in one of President 
Roosevelt’s statements, when he said: “We are moving 
toward a commodity dollar.” Lately, the progress in this 
direction has been halted. 

As for remonetization of silver—presumably at the 
sacred ratio of 16 to 1—that is an exceedingly ancient 
heresy, which the American voters have rejected whenever 
they had an opportunity of voting on the matter. 





“THE OTHER SIDE” IN MONETARY 
DISCUSSION 


OLLOWING a long-established policy in presenting 
Pini sides in discussing monetary and banking ques- 

tions, THE BANKERS MAGAZINE has from time to time, 
in recent months, given space to articles by those whose 
views are in direct conflict with those held by this publica- 
tion. No apology is made for having followed this policy, 
for it seems the only one consistent with fairness. No one 
doubts that the advocates of free silver, of greenbacks, and 
of a devalued dollar are just as honest in their opinions as 
are those who oppose these and like measures. 

In previous issues articles have been contributed by 
Senator Thomas of Oklahoma, and by Charles R. Adair, 
president of the American Monetary Reform Association, 
and in the current number appears a paper by James H. 
Rand, Jr., chairman of the Committee for the Nation, on 
“Monetary Policies and Prices.” 

From this it should be clear that THE BANKERS Mac- 
AZINE has given a fair hearing to those who hold views 
considered to be in direct conflict with the weight of sound 
opinion on money and banking. Mr. Rand, in his article, 
says that Professors Warren and Pearson of the Depart- 
ment of Agriculture at Cornell University “evidenced more 
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sound knowledge of the fundamentals of price relationship 
than any other experts we could find.” Naturally, the 
question arises as to whether or not this “sound knowledge” 
was not due to the fact that it coincided with the views 
of the Committee for the Nation. What did the professor 
of finance at Cornell think of the views of Professors 
Warren and Pearson? Why, in looking for monetary ex- 
perts, were these two professors from the Department of 
Agriculture of Cornell selected, and the views of others 
certainly as well or better equipped disregarded? Many 
persons would have gone to Kemmerer, Willis, Bradford, 
Sprague and others who are recognized experts in banking 
and money. 
In the article by Mr. Rand, it is said: 


The countries which have clung to a gold standard and refused 
to raise their price of gold (lower the gold content of their currencies) 
remain in deflation. They suffer from a high rate of unemployment 
and low industrial activity. Some have dictators, others are in a 
ferment of social unrest. 


Would he have us infer that, having devalued the dollar, 
we have avoided the derangement in industry and the un- 
employment to which he refers as existing in the gold 
standard countries? 

Having opened its pages generously to the greenbackers, 
free silverites and the dollar devaluers, THE BANKERS Mac- 
AZINE feels that they have had their day in court. It is 
time for the other side to have its say. 





CHANGING CHARACTER OF THE FEDERAL 
RESERVE 
HE original object in establishing the Federal Re- 
serve System—to provide institutions to act as custo- 
dians of the banking reserves of its members, and to 
hold gold and self-liquidating commercial paper—has been 
materially altered by recent developments. The large gold 
reserves formerly in the possession of the Federal Reserve 
banks have been taken over by the Government in exchange 
for gold certificates; but as these certificates are redeemable 
only in gold bullion, for restricted purposes and at the 
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pleasure of the Government, they are only slightly better 
than paper “money.” Of course, it may be said, and 
correctly, that the Treasury has the gold represented by 
the certificates, and that the latter are amply secured. But 
a security that can not be availed of, except to a very limited 
extent, is hardly a good banking reserve. 

In another important respect there has been a marked 
change in the character of the Federal Reserve. This con- 
sists in the exceedingly small volume of discounted bills and 
bankers’ acceptances and the enormous increase in the hold- 
ings of Government securities. This change must have a 
decided effect on the income of these banks, although the 
result would depend upon the relative return received from 
interest on Government obligations and the _ rediscount 
operations. 





MOUNTING BANK RESERVES AND LACK OF 
CORRESPONDING LOAN EXPANSION 


‘ I" yiTH excess reserves of member banks recently 
mounting to more than $2,000,000,000, renewed 
criticism has appeared relating to the lack of cor- 
responding loan expansion. ‘This criticism ignores some 
important facts. In the first place, the assumption that 
the state of a bank’s reserve largely governs the lending 
policy of a bank is inaccurate. Under our present banking 
set-up, even if a bank’s reserves are very low, they may be 
speedily replenished in a variety of ways. So that low 
reserves have a much less deterrent effect on the making 
of loans than commonly supposed. This is especially true 
as related to any particular bank, but is less so if the 
reserves of all banks, including the Federal Reserve institu- 
tions, are down close to the limit. While ordinarily, there- 
fore, low reserves are far from being an absolute hindrance 
to loan expansion, high reserves, on the other hand, do not 
necessarily spell loan expansion. They do indicate that the 
banks have at their command the requisite means for en- 
larging their loan commitments, but they can do this only 
to the extent that the demand for safe loans coincides with 
the plethoric reserves. 
It has been alleged, according to newspaper reports, 
that a “key official of the Federal Reserve Board,” has 
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declared that in not more liberally expanding their loans 
at the present time the banks are displaying “inertia, hesi- 
tancy to take normal risks and failure to recognize the 
recovery trend.” From the same source it is learned that 
what constitutes “good borrowers” has been overdone since 
the depression. Should these allegations be substantiated 
by the facts, the bankers of the country would appear to 
be lacking the ability to recognize a sound loan proposal 
when it was placed before them. Our recent banking his- 
tory warrants the statement that a good many bankers 
were unable to exercise that degree of judgment which 
would have caused them to recognize many loans as “bad.” 
Possibly the experience in that respect has made bankers 
now more discriminating than they have been at some 
times in the past. Still, it is entirely safe to assume that 
most bankers are able to recognize a sound loan proposal 
when it is brought to their attention. 

There are two outstanding reasons for the slow expan- 
sion of bank loans: the uncertainty still prevailing in respect 
to many matters of fundamental importance as to the per- 
manence of the recovery now under way; and, in the second 
place, as a rule bank loan expansion follows business 
recovery and does not precede it. 





A BANKER SPEAKS OUT 
\" previously mentioned in these pages, the annual 


meetings of shareholders of our large banks are be- 


coming all the while of greater interest, to the public 
as well as to the banks themselves. There are so many of 
these meetings taking place in January, that it is impossible 
to make mention of them. But a typical one may be se- 
lected. It is that made by President Percy H. Johnston 
to the shareholders of the Chemical Bank and Trust Com- 
pany, New York. He said: 


The operations of the Chemical Bank and Trust Company during 
1934, which was its one hundred and eleventh year, were conducted 
along its usual conservative lines and the main objective was—con- 
servation of principal. 

The net operating profits were sufficient, after making provison 
for losses, reserves, pensions and the usual dividend, to increase our 
undivided profit account $614,082.14. 
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All during the year low interest rates prevailed with small demand 
for credit from the bank’s customers. 

Notwithstanding a decided improvement in general business, we 
adhere to our previous statements that no sustained prosperity can 
obtain without a stable currency and a balanced budget. 

The nation has tried to accomplish in one generation that which, 
under ordinary and prudent circumstances, it should take a country 
a hundred years to bring about. The result has been to plunge us 
head-over-heels into debt, and we are not going to right our condition 
by going deeper into debt. Unless we change our course, and within a 
reasonable time adjust our national expenditures to our income, we will 
unquestionably bring ruin upon the entire body politic. 

A wave has swept over our legislative halls to cure all ills by the 
enactment of more laws. In our judgment this course hamstrings 
business and slows down general progress. 

The Guarantee of Deposits Law that was to have become effective 
July 1, 1934, was postponed by Congress until July 1, 1935. We 
greatly hope the law will be further amended, and that the assessments 
thereunder will be made definite and limited, and such that the strong 
and well managed banks can endure. 

In my last annual report I stated that the bank had sold to the 
Reconstruction Finance Corporation $5,000,000 capital notes matur- 
ing July 31, 1934. These notes have been retired. 

During the year three of our valuable directors, who were en- 
gaged in the investment banking business, were forced to retire from the 
board under rulings and provisions of the Banking Act of 1933. It is 
manifestly unfair and, in our opinion, un-American to deny men of 
large stockholding interests the right to represent their investments. 

At the last annual meeting I stated that the directors were con- 
sidering the inauguration of a scientific pension plan. The plan was 
adopted and became effective April 1, 1934. 

After careful investigation of existing practices and considering 
the individual requirements of our personnel, we deemed it advisable 
to have our retirement program underwritten by a life insurance 
company. The Aetna Life Insurance Company was selected for this 
purpose. 

The retirement program is a co-operative one. Both the bank 
and its employes share equitably in the cost. For the first seventeen 
to eighteen years the cost to the bank will approximate $250,000 a 
year. After this period it will cost something like $100,000 less a 
year. The employe pays 5 per cent. of his salary, which will be 
returned by the insurance company, with interest, in the event of 
the employe’s death or withdrawal before retirement. The retirement 
age for men is 65 and for women 60. The maximum pension is 
limited to $15,000. 

We know that all the employes of the bank appreciate the oppor- 
tunity of having their retirement provided for on a scientific basis, 
safeguarded by a strong life insurance company. 


From this report it is learned that the Chemical Bank 
and 'Trust Company is owned by 14,615 shareholders, an 
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increase of 671 over the previous year. All the states ex- 
cept two are represented by shareholders. There are 
thirty-one shareholders in twelve foreign countries. 

While this report is interesting from what it shows as 
to the operations of the bank, it is especially so from the 
courageous declarations made by its president. Mr. Johns- 
ton tells us plainly, “that no sustained prosperity can obtain 
without a stable currency and a balanced budget.” We 
have been plunged head-over-heels into debt by trying “to 
accomplish in one generation that which, under ordinary 
and prudent circumstances, it should take a country a 
hundred years to bring about.” “Unless we change our 
course,” he says, “and within a reasonable time adjust our 
national expenditures to our income, we will unquestionably 
bring ruin upon the entire body politic.” He regards the 
attempt to cure all ills by the enactment of more laws as 
hamstringing business and slowing down progress. 


THE LIMITS OF TAXATION 


THE Government must encourage business profits in order that 
the Government itself may survive and function. The increased 
indebtedness in this emergency period can be met gradually, as 
business gets on its feet, earns profits and divides the same 
equitably and justly with the Government to balance its budget. 
This does not mean that business will be shouldered with exces- 
sive taxes for it is plainly evident that this would prevent the 
return of normal and prosperous conditions. Sound taxation is 
just as much a key to recovery as any other single factor and a 
planned program must seek to levy additional taxes if found 
necessary, only to the extent that business can carry the increase 
without obstructing the processes of recovery.—Hon. Daniel C. 
Roper. 





What is 
a Bank? 


To many it may be merely a substantial 
building on Main Street; to others, an 
impressive array of figures; to others, a 
group of officers and employees engaged 


in rendering a public service. 


To our correspondents, this Bank is an 
institution which through a combination 
of strength, long experience, and an 
extensive list of well-managed bank 
connections here and abroad, is enabled 
to extend to each the facilities of all— 
a veritable clearing house of credit, col- 


lection, and complete banking service. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS $30,000,000 








The Powers of Congress Over 
Banking 


By T. J. ANDERSON, JR. 


HERE is not a clause in the Constitution of the 
[[Mvinites States which refers to banking. Nevertheless, 

over a period which is practically commensurate with 
the nation’s history under the Constitution, Congress has 
passed an increasing amount of banking legislation and es- 
tablished a variety of Federal banking systems. The 
judicial development of the powers of Congress over bank- 
ing constitutes a very interesting example of the breadth 
of the implied powers; of the assumption by Congress of 
powers not anticipated, apparently, by the authors of the 
Constitution; of the consistent support of a field of Con- 
gressional legislation by the Supreme Court against the 
opposition of able authorities on the Constitution; and of 
a phase of Congressional power which is likely to be drawn 
upon further in connection with American economic legis- 
lation. 


The Elastic Clause —The so-called elastic clause of the 
Constitution is the basis for the assumption by Congress 
of the powers which it has seen fit to exercise in connection 
with the American banking system. The elastic clause 
follows an enumeration of many specific powers which are 
conferred upon Congress. This clause brings to an end 
numerous specific grants of power to Congress by provid- 
ing that Congress shall have power “To make all laws 
which shall be necessary and proper for carrying into 
execution the foregoing [enumerated] powers, and all other 
powers vested by this Constitution in the Government of 
the United States, or in any department or officer thereof.” 


Liberal Interpretation of Elastic Clause—-Some have 
argued that the elastic clause was intended to be so inter- 
preted as to limit the _ Powers exercisable under it to those 

“absolutely necessary” for the purpose of carrying into 
effect the enumerated powers, Such an interpretation has 
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not been followed by the courts. Instead, they have adopted 
a liberal interpretation of the clause. Chief Justice Mar- 
shall in the case of McCulloch v. Maryland, in 1819, laid 
the basis for a liberal construction. He pointed out that 
the word “necessary” varies in its meaning from mere ap- 
propriateness to absolute necessity; and that the elastic 
clause was not intended as a restriction or limitation upon 
the powers of Congress. His conclusion as to a proper 
interpretation of the scope of Congressional powers con- 
ferred in the elastic clause was as follows: 

“We admit, as all must admit, that the powers of the 
Government are limited, and that its limits are not to be 
transcended. But we think the sound construction of the 
Constitution must allow to the national legislature that dis- 
cretion, with respect to the means by which the powers it 
confers are to be carried into execution, which will enable 
that body to perform the high duties assigned to it, in the 
manner most beneficial to the people. Let the end be 
legitimate, let it be within the scope of the Constitution, 
and all means which are appropriate, which are plainly 
adapted to that end, which are not prohibited, but con- 
sistent with the letter and spirit of the Constitution, are 
constitutional.” 
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Negative Opinions on Congress’ Power Over Banking. 
—Outstanding authorities on the Constitution, shortly after 
its adoption, contended that the Federal Congress even if 
implied powers were taken into account, did not possess 
the authority to incorporate a bank. On December 13, 
1790, Alexander Hamilton, as Secretary of the Treasury, 
proposed the establishment of a national bank. 'The debate 
which followed in Congress on the proposal included able 
arguments against the constitutionality of such an insti- 
tution. Madison strongly attacked the proposal to estab- 
lish a national bank, maintaining that the power to be 
exercised in the proposed legislation was condemned by 
“the silence of the Constitution,” “the rule of interpreta- 
tion arising out of the Constitution,” “its tendency to de- 
stroy the main characteristic of the Constitution,” “the ex- 
positions of the friends of the Constitution” while it was 
pending adoption, “the apparent intention of the parties 
which ratified the Constitution,’ and “the explanatory 
amendments proposed by Congress themselves to the Con- 
stitution.” When the bill providing for the first Bank of 
the United States was passed, in spite of the constitutional 
objections brought against it, and submitted to President 
Washington for his approval, he requested advice from 
members of his Cabinet. Although Hamilton presented an 
able opinion favoring its constitutionality, Thomas Jeffer- 
son, Secretary of State, and Edmund Randolph, Attorney 
General, considered that Congress had exceeded its au- 
thority in providing for a national bank. The President, 
however, decided in favor of the opinion of Hamilton and 
approved the legislation. 


Decisions on Congressional Power to Incorporate 
Banks.—The power of Congress to incorporate a variety 
of banking institutions is well-established by decisions of 
the Supreme Court extending over a period of a little 
more than a century. 

Despite able arguments to the effect that Congress 
possessed no authority to incorporate a bank, the Supreme 
Court held otherwise in the famous case of McCulloch v. 
Maryland in 1819, Chief Justice Marshall, writing the 
opinion of the court in which the constitutionality of the 
second Bank of the United States was upheld, reasoned 
as follows: that the act of incorporation is an act of sover- 
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eignty; that such incorporation is not an end in itself, but 
only a means to an end; that the Federal Government, 
being a sovereign government, may adopt such agencies and 
methods for effecting its legitimate powers as may be 
“necessary and proper’; that the phrase “necessary and 
proper” of the Constitution should be liberally interpreted 
to imply whatever is “necessary and convenient”; that Con- 
gress has within its powers the choice of means for carry- 
ing into effect its legitimate powers; and that a bank may 
be held to be a proper and convenient instrumentality 
whereby the Federal Government may carry out more ef- 
fectively its admitted fiscal functions. 

On three occasions, the Supreme Court has reaffirmed 
the power of Congress to incorporate a bank or a number 
of banks. In 1824, the Court, in the case of Osborn v. The 
Bank of the United States, reaffirmed the power of Con- 
gress to incorporate the second Bank of the United States. 
In a decision rendered in 1875, the Court upheld the con- 
stitutionality of the National Bank Act of 1863,” as 
amended in 1864. “The constitutionality of the act of 
1864,” said the Court, “is not questioned. It rests on the 
same principle as the act creating the second Bank of the 
United States. . .. The national banks organized under 
the act are instruments designed to be used to aid the 
government in the administration of an important branch 
of the public service. ‘They are means appropriate to that 
end. Of the degree of the necessity which existed for 
creating them Congress is the sole judge.” In 1921, the 
Court sustained the constitutionality of legislation whereby 
Congress brought into existence the Federal land banks as 
a means of providing to agriculture long-time credit on 
easy terms. The Court concluded its opinion by saying 
that “the creation of these banks, and the grant of au- 
thority to them to act for the Government as depositaries 
of public moneys and purchasers of Government bonds, 
brings them within the creative power of Congress, al- 
though they may be intended, in connection with other 
privileges and duties, to facilitate the making of loans upon 
farm security at low rates of interest.” 

This brief review of cases is sufficient to show that 
Congress possesses authority to establish a variety of bank- 
ing institutions—varying as to their purposes, numbers. 
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organizations, ownerships and fiscal relations to the Govern- 
ment. In fact, considering the remote relationship of the 
land bank system to the fiscal needs of the Government, 
it would seem that the Constitution places slight limitations 
upon the type of a banking system which Congress may 
establish. 


Power to Authorize Branches of National Banks.—The 
power to establish banking systems under Federal control 
includes the power to authorize federally-incorporated banks 
to establish branches beyond the bounds of the state of the 
parent bank and irrespective of state law on branch bank- 
ing. The present legislative policy of Congress is to per- 
mit national banks to establish branches only within the 
state or subdivision of the state of the parent bank, and 
then only in those states which allow state banks to estab- 
lish branches. It appears to be certain, however, that Con- 
gress may authorize national banks to establish branches 
throughout trade areas, Federal reserve districts, or the 
whole nation, and without any reference to the status of 
branch banking law among the states. Such a conclusion 
is not inconsistent with a 1924 decision of the Supreme 
Court which held that, in the absence of Congressional au- 
thorization of branch banking among national banks, a 
state law prohibiting branch banking would apply to na- 
tional banks located in that state as well as to the state- 
chartered banks. The power of a Federal banking corpora- 
tion to establish branches and to locate them where de- 
sired, subject only to the general supervisory authority of 
the Federal Government, was stated by the Supreme Court 
in McCulloch v. Maryland as follows: “The branches, pro- 
ceeding from the same stock [as the bank], and being 
conducive to the complete accomplishment of the object, 
are equally constitutional. It would have been unwise to 
locate them in the charter, and it would be unnecessarily 
inconvenient to employ the legislative power in making 
these subordinate arrangements. The great duties of the 
bank are prescribed; those duties require branches; and 
the bank itself may, we think, be safely trusted with the 
selection of places where those branches shall be fixed; 
reserving always to the Government the right to require 


that a branch shall be located where it may be deemed 
necessary.” 
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Power to Create Implies a Power to Preserve-——The 
power of Congress to create a banking system implies a 
power to preserve or maintain it. Such power of preserva- 
tion includes authority to protect Federal banking corpora- 
tions from oppressive and destructive taxation by the states 
or their subdivisions. 'The authority of Congress to pro- 
tect such corporations, as Federal instrumentalities, from 
oppressive state taxation has been distinctly recognized 
by the Supreme Court in McCulloch v. Maryland and in 
numerous cases involving the taxation of national banks 
by the states. 

The power of Congress to preserve its own instru- 
mentalities voids any attempts of the states to define the 
duties of such instrumentalities or regulate the conduct 
of their operations, if such attempts conflict with the para- 
mount laws of the United States, frustrate the purpose 
of the national legislation, or impair the efficiency of the 
instrumentalities. ‘Therefore since national banks are Fed- 
eral instrumentalities created for a public purpose and sub- 
ject to the supreme Federal authority, the Supreme Court 
has held that “an attempt by a State to define their duties 
or control the conduct of their affairs is absolutely void, 
wherever such attempted exercise of authority expressly 
conflicts with the laws of the United States, and either 
frustrates the purpose of the national legislation or impairs 
the efficiency of these agencies of the Federal Government 
to discharge the duties for the performance of which they 
were created.” 

The Congressional power to preserve or maintain also 
includes the power to endow a Federal banking corpora- 
tion with such functions as may be necessary to permit its 
continued existence as a going concern, or as will place it 
upon a plane of competitive “equality with competing or- 
ganizations chartered by the states. The financial functions 
with which it is originally endowed need not all be such 
as to facilitate Federal fiscal functions, and additional 
functions may be added which are of purely private char- 
acter and have no fiscal significance whatever. _— 
functions authorized by Congress to a national bank 1 
order to place it on a competitive equality with state ieee 
cial corporations may be granted in spite of conflicting 
state laws if competing shel corporations are permitted to 
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perform such added functions. ‘These principles have been 
well-established in the Supreme Court case of Osborn v. 
The Bank of the United States and a number of more re- 
cent cases involving, and upholding, the power of Congress 
to confer upon national banks authority to perform the 
functions of a corporate fiduciary. The principles are well- 
summarized in the Supreme Court case of First National 
Bank v. Union Trust Company (1917), as follows: 

“What those cases [McC'ulloch v. Maryland and Osborn 
v. Bank] established was that although a business was of 
a private nature and subject to State regulation, if it was 
of such a character as to cause it to be incidental to the 
successful discharge by a bank chartered by Congress of 
its public functions, it was competent for Congress to give 
the bank the power to exercise such private business in co- 
operation with or as part of its public authority. Mani- 
festly this excluded the power to the State in such case, 
although it might possess in a general sense authority to 
regulate such business, to use that authority to prohibit 
such business from being united by Congress with the 
banking function, since to do so would be but the exertion 
of State authority to prohibit Congress from exerting a 
power which, under the Constitution, it had a right to 
exercise. From this it must also follow that even although 
a business be of such a character that it is not inherently 
considered susceptible of being included by Congress in 
the powers conferred on national banks, that rule would 
cease to apply if, by State law, State banking corporations, 
trust companies, or others which, by reason of their busi- 
ness, are rivals or quasi rivals of national banks, are per- 
mitted to carry on such business. This must be, since the 
State may not by legislation create a condition as to a 
particular business which would bring about actual or 
potential competition with the business of national banks, 
and at the same time deny the power of Congress to meet 
such created condition by legislation appropriate to avoid 
the injury which otherwise would be suffered by the na- 
tional agency.” 


_ Probable Powers of Congress——The decided powers of 
Congress over banking—reviewed briefly in the preceding 
paragraphs—are extensive. It is quite certain, however, 
that: Congress possesses regulatory powers in connection 
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with the banking system which have not been drawn upon 
as yet in its legislation. 


Sentiment for Federal Control of All Commercial 
Banking.—Recently there has developed considerable senti- 
ment among students of public affairs and leaders in finance 
to the effect that a fundamental requisite of a really strong 
American banking system is the elimination of dual con- 
trol over commercial banks by requiring all such banks 
to take out national charters. Numerous considerations 
have led to this conclusion: State banking standards have, 
in a considerable number of cases, been below those of the 
Federal Government. Banks have shifted back and forth 
between the state and national systems in great numbers. 
Competitive liberalization of banking laws has often re- 
sulted because of competition between the state and na- 
tional systems. States are not competent to deal with a 
banking crisis such as the one in the spring of 1933. Some 
states do not appear to provide suitable diversity of re- 
sources and industries to make of them desirable areas upon 
which to build a branch banking system. The stability of 
the Federal Reserve System is not assured so long as 
banks may choose to leave it by the simple device of with- 
drawing from membership (if state members) or trans- 
ferring to the state banking system (if national banks). 
Bank deposit currency—our major currency—is subject to 
the regulations of 49 jurisdictions, whereas a clear intent 
of the Constitution was to unify our currency system by 
placing its regulation with the Congress. Problems of 
bank reserves, the regulation of the speculative use of bank 
credit, and credit control in general are national rather 
than local problems. The percentage of insolvency has 
been higher among state than national banks, considering 
the nation at large. 


Unification on Basis of Power to Preserve Federal In- 
strumentalities—KEven if it be granted that the banking 
system would be improved by Federal control over all 
banks of commercial deposit, does Congress possess ade- 
quate authority to establish it? One basis for the conten- 
tion that Congress has adequate Constitutional authority 
to unify under its own supervision all commercial banking 
is the principle that it possesses power to protect or pre- 
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serve Federal instrumentalities. The national and Federal 
reserve banks, and others, are Federal instrumentalities. 
These institutions have been established to carry into execu- 
tion admitted powers of the Federal Government. Further- 
more, according to a constitutional principle expounded in 
McCulloch v. Maryland and adhered to since, the states 
“have no power, by taxation, or otherwise, to retard, im- 
pede, burden, or in any manner control the operations of 
the constitutional laws enacted by Congress to carry into 
execution the powers vested in the general government.” 

Have the states, by taxation or otherwise, retarded, im- 
peded, or in any manner controlled the operation of those 
constitutional laws enacted by Congress to establish and 
maintain the national and Federal reserve banking sys- 
tems? The question must be answered in the affirmative. 
State legislation and the existence of state commercial 
banks impeded the adoption of a universal system of par 
remittance for checks. State legislation and court rulings 
impeded the development of a fiduciary business by na- 
tional banks. National banks have been burdened and 
threatened with discriminatory state taxation to a sufficient 
extent to bring about Federal legislation to protect them 
and to give rise to much litigation over Section 5219 of 
the Revised Statutes of the United States—the Federal 
statute which is intended to safeguard them from dis- 
criminatory state taxation. As is well known, many states 
have for decades been granting more liberal charter privi- 
leges to competing state banks and trust companies than 
Congress has thought desirable to grant to commercial 
banks. Also, state supervision has, in numerous cases, 
been relatively lax in comparison with Federal supervision 
of the national banks. The more liberal charter grants 
to state banks and trust companies and the less rigid super- 
vision to which they are often subjected have led to an 
important relative decline in the number of national banks 
compared with state banks and trust companies. Congress 
has, on numerous occasions, “liberalized” or relaxed the 
regulations applying to national banks as a means of pre- 
venting further transfers of such banks to the state sys- 
tems. The ever-present danger of national banks trans- 
ferring to the state systems provides a constant threat to 
the stability of the Federal Reserve System, since only 
such banks are required by law to be members. 
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In the ways mentioned, the states, by taxation and 
otherwise, have tended to retard, impede, burden, and 
control the operation of the constitutional laws passed by 
Congress to establish and preserve efficient Federal in- 
strumentalities in the form of the Federal Reserve System 
and the National Banking System. ‘The admitted power 
of the Federal Government to eliminate such burdens and 
impediments operating upon its instrumentalities would 
appear to constitute, therefore, a rather weighty considera- 
tion for holding that Congress possesses authority to bring 
under its supervision all banks engaged in a commercial 
deposit business. 


The Commerce Power as a Basis for Unification.—The 
commerce clause of the Constitution is considered by some 
prominent legal authorities to constitute, in itself, an ade- 
quate constitutional basis for unifying under Federal super- 
vision our commercial banking system. Under the com- 
merce clause, Congress possesses power to regulate all 
interstate and foreign commerce, all facilities or instru- 


mentalities of such commerce, and all necessary incidents 
to such commerce when regulation is needed to prevent 
direct and substantial obstruction to the freedom of its 
movement. 

Apparently the Supreme Court has never held com- 
mercial banking, in its composite aspect, to be or not to be 
a part of commerce. Some commentators have interpreted 
the decision of the Supreme Court in the case of Engel v. 
O’Malley (1910) to hold that private banking is not com- 
merce. This interpretation appears to be unsound. ‘The 
decision seems, rather, to have established only the doctrine 
that the receipt of deposits function of a bank, although 
related to interstate commerce, is not so interwoven with 
it that a state regulation of such function is a direct and 
substantial interference with that commerce over which 
Congress possesses jurisdiction. Some of the activities 
of a typical commercial bank—as, for example, the ship- 
ment and sale of securities—seem to be considered by the 
courts as a part of commerce. Others—as, for example, 
the making of loans—appear to be viewed as without the 
scope of the word “commerce,” as used in the Constitution. 
Uncertainty exists, therefore, as to whether or not the 
Supreme Court would hold commercial banking to be a 
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part of interstate commerce even when its operations are 
on an interstate basis. 

Under the commerce clause, however, Congress may 
regulate the instrumentalities of interstate and foreign 
commerce, as well as such commerce. In Nathan v. Louisi- 
ana, in 1850, the Supreme Court held that bills of ex- 
change and money are not articles of commerce but, rather, 
are instrumentalities of commerce. ‘The Court, therefore, 
ruled that an individual who engages in the business of 
dealing in bills of exchange is not engaged in commerce 
but is engaged in supplying an instrumentality of com- 
merce. In the case of United States v. Ferger (1919) the 
Supreme Court held that bills of lading are instrumental- 
ities of interstate commerce and that Congress may regu- 
late such instrumentalities to prevent their abuse or counter- 
feiting even though such regulations will apply in some 
‘ases Where interstate or foreign commerce is not involved. 
Considering the fact that commercial banking is the pri- 
mary mechanism through which money, checks, and bills of 
exchange are supplied to business, and the further fact that 
checks drawn against commercial bank deposits constitute 
the medium through which settlement is effected in some 
85 or 90 per cent. of the transactions of commerce, there 
appears to be little doubt but that the Supreme Court 
would hold the commercial banking system to be a most 
essential instrumentality of interstate and foreign commerce 
and, therefore, subject to the jurisdiction of Congress. In 
fact, the Court said in the case of Auten v. United States 
National Bank of New York (1899) that “The very ob- 
ject of banking is to aid the operation of the laws of com- 
merce by serving as a channel for carrying money from 
place to place. . . .” 


The Currency Power as a Basis for Unification —The 
currency power of Congress is another power upon which 
it would seem that a law establishing Federal control over 
commercial banking might rely for its constitutionality. 
Under the currency power, Congress possesses authority to 
coin money and regulate its value. The currency clause 
has received a liberal construction at the hands of the 
Supreme Court. Taking account of the currency power 
and certain other grants of power to Congress in the Con- 
stitution, the Court has held that Congress possesses au- 
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thority to issue bills of credit and make them a legal tender 
for public and private debts; to change the value of money, 
even though such change may incidentally and adversely 
affect the value of contracts; to establish a system of na- 
tional banks with the power of issuing a note currency; 
and to confine bank note currency to that issued by na- 
tional banks, through the use of a prohibitive tax placed on 
the note circulation of state banks. The general character 
and scope of the powers of Congress over the currency are 
indicated by the following opinion of the Supreme Court 
in the Legal Tender Cases: 

“The Constitution was intended to frame a government 
as distinguished from a league or compact, a government 
supreme in some particulars over States and the people. 
It was designed to provide the same currency, having a 
uniform legal value in all the States. It was for this 
reason the power to coin money and regulate its value was 
conferred upon the Federal government, while the same 
power as well as the power to emit bills of credit was with- 
drawn from the States. The States can no longer declare 


what shall be money, or regulate its value. Whatever 
power there is over the currency is vested in Congress. If 
the power to declare what is money is not in Congress, it 


9 


is annihilated. .. . 

In the same opinion, the Court emphasized the necessity 
for a liberal construction of the substantive powers of 
Congress. Pointing out that to construe the currency 
clause which grants to Congress the power “to coin money 
and regulate the value thereof” as “conveying general 
power over the currency” was analogous to the liberal con- 
struction placed upon other powers, the Court said: “They 
[the substantive powers] have never been construed lit- 
erally, and the government could not exist if they were. 
Thus the power to carry on war is the power to ‘declare 
war. ‘The whole system of the transportation of the mails 
is built upon the power to establish post-offices and post- 
roads. The power to regulate commerce has also been ex- 
tended far beyond the letter of the grant.” 

In its opinion sustaining the power of Congress to con- 
fine bank note currency to that subject to its own regu- 
lations, the Court, in Veazie Bank v. Fenno, said: 

“Having thus, in the exercise of undisputed constitu- 
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tional powers, undertaken to provide a currency for the 
whole country, it cannot be questioned that Congress may, 
constitutionally, secure the benefit of it to the people by 
appropriate legislation. To this end, Congress has denied 
the quality of legal tender to foreign coins, and has pro- 
vided by law against the imposition of counterfeit and base 
coin on the community. ‘To the same end, Congress may 
restrain, by suitable enactments, the. circulation as money 
of any notes not issued under its own authority. Without 
this power, indeed, its attempts to secure a sound and uni- 
form currency for the country must be futile.” 
Considering the generally liberal construction placed 
upon the currency powers of Congress and the very close 
relationship of commercial banking to our money system 
and the value of money, the conclusion seems reasonable 
that the currency powers, alone, constitute adequate con- 
stitutional basis for Congressional legislation establishing 
unified control over such banking. The steps in the argu- 
ment might run somewhat as follows: Congress possesses 
exclusive authority over the currency, the States retain- 
ing no control over it whatever. The authority of Congress 
presumably includes the power to designate what shall be 
money, since such a power was withdrawn from the States 
by the Constitution but was not denied to Congress. The 
powers of Congress over the instrumentalities of commerce 
—and presumably of the currency system—are not con- 
fined to the instrumentalities known and in use when the 
Constitution was adopted but keep pace with the progress 
of time. The Supreme Court has adopted a liberal con- 
struction of the currency powers and has recognized au- 
thority of Congress which goes far beyond the literal terms 
of the grant made in the currency clause. As a means of 
obtaining a sound and uniform currency, Congress has re- 
strained the circulation as money of any bank notes . not 
issued under its own authority. In the progress of time, 
bank deposit currency has to a very considerable extent 
displaced bank note currency as a “money” or medium of 
exchange. Therefore, Congress, if it chooses to do so, may 
restrain the creation of bank deposit currency except by 
banks subject to its own authority. The fact that Con- 
gress possesses sole authority to regulate the value of 
money and the further fact that the quantity and velocity 
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of bank deposit currency vitally affect the value of 
money constitute additional reasons for supposing that 
Congress may confine commercial deposit banking to that 
subject to its own regulations. 


Several Powers as a Basis for Unification.—Another 
point favorable to the conclusion that Congress possesses 
adequate constitutional basis for unifying commercial bank- 
ing control is the fact that, as the Supreme Court has said, 
“it is not indispensable to the existence of any power 
claimed for the Federal government that it can be found 
specified in the words of the Constitution, or clearly and 
directly traceable to some one of the specified powers.” 
Instead, its existence “may be deduced fairly from more 
than one of the substantive powers expressly defined, or 
from them all combined.” In line with this principle of 
interpretation, Salmon P. Chase—who later became Chief 
Justice of the Supreme Court—stated in 1861 that “it is 
too clear to be reasonably disputed that Congress, under 
its constitutional powers to lay taxes, to regulate commerce, 


and to regulate the value of coin, possesses ample authority 
to control the credit circulation which enters so largely 
into the transactions of commerce and affects in so many 
ways the value of coin.” 


Ewistence vs. Use of Powers.—If the Supreme Court 
should continue its traditional policy of liberally interpret- 
ing the powers of Congress, it would seem that Congres- 
sional legislation upon the subject of banking incurs but 
slight risk of being declared unconstitutional. The powers 
of Congress relative to banking appear to be adequate, 
therefore, to permit a wide discretion in banking legisla- 
tion. A more important question, seemingly, than that of 
the existence of adequate powers is that of the uses to 
which the existing powers shall be put. Will Congress use 
the powers which it does possess in a far-sighted manner to 
achieve constructive results in the field of banking legisla- 
tion ?* 


"For an extended analysis of the powers of Congress over banking, see 
the author’s book: Federal and State Control of Banking, The Bankers Pub- 
lishing Company, New York, 1934, pp. 339-483. 
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The Merchandising Department 
How It Operates in the Modern Bank 


By L. Dovucias Merrepiru, Px. D. 


Assistant Professor of Economics, University of Vermont, Burlington, Vt. 


This is the fourteenth of a series of articles by this author covering the 
entire subject of financial merchandising. —Enpiror. 


Introduction.—The analysis which has preceded indi- 
‘ates that the activities included in financial merchandising 
involve an interminable amount of detail, careful planning, 
and determination of policy. Financial merchandising has 
had such a prolonged growth during which periodic out- 
bursts of expansion have occurred from time to time, that 
no general method of administration of merchandising de- 
tails has been developed. Consequently, it is not surprising 
to find in various financial institutions the department or 
departments which administer these activities organized a 
great variety of bases. In some institutions this work is 
distributed among several departments, such as a publicity 
department, an advertising department, and a new business 
department; in others, it is handled by one department 
which may bear any one of the preceding names or several 
other names. It is the purpose of this article to consider 
the various methods under which these departments are 
organized, and also to consider the underlying principles to 
be followed in developing such a department. 


Disadvantages of Several Departments.—The execu- 
tives of many financial institutions apparently have inclined 
to the opinion, as evidenced by the organization of the 
departments which deal with merchandising activities, that 
the best method of administering this work is by means of 
several departments, each with a manager. This practice 
has undoubtedly arisen from the spasmodic extension of 
merchandising activities from time to time. Nevertheless, 
in many instances several undesirable and unnecessary re- 
sults have followed from this diversified organization. In 
the first place, the managers of these several departments 
have usually not been responsible to a single executive, and 
as a result of this, there has all too frequently been little 
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or no harmony in the merchandising programs prepared. 
The publicity department has oftentimes been devoting its 
efforts to featuring characteristics of one service, and the 
selling department has been featuring another service at 
the same time. It is likewise true that in some instances 
the advertising department has been devoting its energy 
to a third type of activity, and no harmony can be expected 
under such conditions. In the second place, a great amount 
of jealousy and envy has developed between some of these 
departments, and each has attempted to assert its domi- 
nance by striving to obtain leadership in merchandising the 
services of the particular institution. In the third place, 
the absence of unity and harmony in the program has 
tended to inhibit the development of the bank’s personality 
and the individuality which tends to make the bank’s per- 
sonality of significance. In the fourth place, the independ- 
ent operation of. these departments has involved numerous 
expenses which might have been eliminated by concentration 
and in turn have greatly increased the cost of obtaining 
new business. These disadvantages which accompany dis- 
integrated departments point forcefully to the conclusion 
that a merchandising department with all of the merchan- 
dising activities combined therein provides a much more 
effective method of administering these activities. 


One Department.—The disadvantages mentioned above 
which result from the conduct of merchandising activities by 
several departments lead to the conclusion that, generally 
speaking, it is desirable to concentrate the admmistration 
of merchandising efforts into one department. This con- 
centration should result in surmounting the difficulties 
which accrue from several departments, and should produce 
much more efficient and effective merchandising at lower 
cost. Furthermore, concentration in, one department tends 
to give greater significance to merchandising activities. It 
makes that department feel that it plays a part of real 
importance in the activities of the institution, and likewise, 
causes other employes to recognize the significance of these 
activities in the program of the bank’s activities. The 
supervision of this department may be centralized in an 
individual who will occupy the position of a junior officer, 
at least, and in some cases, the position of a senior officer, 
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such as a vice-president’ and this adds prestige to the mer- 
chandising activities. Institutions of relatively small size 
frequently designate the individual in charge of this admin- 
istration as manager of the department and make him 
responsible to a vice-president, but the ultimate effect is the 
same. It is distinctly advantageous to have an officer of 
high rank in charge of these activities because it tends to 
bring the merchandising department into closer contact with 
the policies and attitude of the institution as an integral 
unit. ‘This is especially true where there are several depart- 
ments in which it is necessary to maintain the personality 
and policy of the institution throughout all departments. 


Name of the Department.—lIt has been pointed out in a 
previous article that the activities which come within the 
scope of merchandising have been designated rather incon- 
sistently by a wide variety of names and the same is true 
of departments administering these activities. The reluc- 
tance with which the executives of financial institutions have 
adopted merchandising principles in the conduct of their 
business has led to hesitancy to use names for these depart- 
ments which would indicate that the institution was attempt- 
ing to convey a sales message to the public. A distinct 
tendency has been in evidence to refer to these departments 
as publicity or public relations departments in order to 
avoid implications which might be associated with the words 
advertising or merchandising. There is no reason why objec- 
tion should be raised to the use of either of the last two 
titles or to several others of which no mention has been 
made, for there seems little or no justification in attempting 
to conceal the nature of the work carried on by this depart- 
ment. A financial institution has services for sale and it 
attempts to sell these services by merchandising processes. 
Consequently there are no substantial reasons for objecting 
to referring to this department as the merchandising de- 
partment. If it seems desirable in some instances to desig- 
nate certain types of merchandising activities, such as 
publicity, as emanating from a special division, this might 
be done by referring to the publicity division of the mer- 
chandising department, or else to the publicity bureau. 


"Miller, op. cit., p. 231. 





THE BANKERS MAGAZINE 


Functions of the Merchandising Department.—The 
amount of space previously devoted to a discussion of the 
various methods of merchandising the services of financial 
institutions should make rather obvious the functions of 
such a department, but for the sake of clarity these func- 
tions will be summarized below :* 


1. To keep informed on the nature and extent of the market to 
which the particular institution has access, whether the institution is of 
unit nature, or of group or branch nature. 

2. To make recommendations from time to time at regular inter- 
vals and also whenever occasion warrants for changes in merchandising 
policy. 

3. To supervise and develop programs for each of the four types 
of merchandising activities considered in this investigation for the 
production of business from new customers. 

4. To supervise and develop programs for each of the four types 
of merchandising activities considered in this investigation for the reten- 
tion of old customers and the production of additional business from 
them. 

5. To prepare and maintain a central file showing information 
regarding the customers and prospects of the various departments. 

6. To administer the work of the department, especially in connec- 
tion with mechanical details, such as production and schedule. 

7. To record results of new business efforts in so far as that is 
possible, and to make reports periodically to officers and departments 
concerning the results of the merchandising efforts for those particular 
divisions. 

8. To analyze the activities and results of the merchandising 
endeavors in order to determine costs and efficiency of various methods 
used. 


The division of new business into two types, that coming 
from new customers and that derived from old customers, 
is of special importance to the merchandising department. 
Attention has previously been called to this problem in 
connection with several other topics, but it is mentioned 
again at this point because of the great tendency to place 
emphasis upon the development of new customers while 
virtually ignoring the old. 


Selection of Ewxecutives——One of the most perplexing 
problems which has arisen in the development of a merchan- 
dising department, regardless of the name which it may 
bear, has been the selection of an individual to place in 


*Some of these functions have been suggested by Knapp, op. cit., pp. 5-8. 
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charge of that department. Examination of various depart- 
ments in financial institutions throughout the country indi- 
cates that these individuals have been selected from one or 
more of the following sources: 


a. From a department of the bank. 
b. From newspapers. 
c. From advertising agencies. 


Many individuals in charge of merchandising activities 
have been chosen directly from the staff of the institution 
without giving much consideration to the experience which 
he or she may have had in merchandising or in newspaper 
work. This selection has been made because the executives 
of many institutions have been exceedingly reluctant to 
select an advertising man or newspaper man for several 
reasons. In the first place, it has been contended that most 
advertising men are not sufficiently familiar with banking 
practice and banking processes to supervise the merchan- 
dising efforts of such an institution. In the second place, 
these individuals in many cases have not been selected 
because of their aggressiveness in the prosecution of mer- 
chandising methods. Bankers have tended to feel that selec- 
tion of trained advertisers would cause the presentation of 
much material which would fail to conform to the dignity 
of their institutions. Consequently, because of these objec- 
tions, many executives have turned to their own employes 
and have made selections therefrom because they have felt 
that these individuals, acquainted with the institutions and 
schooled in the policy and conservatism which characterize 
them, would prepare material conforming to the standards 
desired. 

Many financial executives have also selected managers 
and other employes for merchandising departments from 
credit departments, but such selection is open to the same 
criticisms that confront selection of individuals from other 
departments of the institution. However, this procedure 
has one advantage distinctly in its favor. It is contended 
that employes trained in the credit department may readily 
acquire the other attributes necessary for the administra- 
tion of merchandising activities and, in addition to that, 
have developed the ability to select desirable prospects and 
desirable customers as a result of their experience in the 
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credit department. This argument, despite this advantage, 
tends to overlook the importance of a thorough understand- 
ing of merchandising, methods. 

The very objections which have led many executives to 
shun and to avoid advertising men have led other executives 
to select advertising men. It has been contended by some 
that training in the institution was not necessarily essential 
beforehand, and might readily be acquired. It has likewise 
been contended that training in advertising would distinctly 
enhance the value of material produced, and that any 
attempts to exceed limits of conservatism which would re- 
dound unfavorably to the institution might be prevented by 
close supervision of the work of these individuals. Like- 
wise, it has been contended that the very nature of the work 
performed in the merchandising department has made 
necessary that the individual in charge should have some 
training in merchandising processes. For these reasons the 
individuals in charge of many departments have been se- 
lected from advertising agencies or from advertising depart- 
ments of other businesses. 

The section of individuals from newspapers to take 
charge of merchandising activities is a compromise on the 
part of the executives of some institutions between the 
positions stated in the preceding paragraphs. The objection 
that such individuals have not had training in the institu- 
tion has been quickly dispelled by pointing out that within 
a short time a person might become acquainted with the 
nature and policies of the institution. Newspaper expe- 
rience, it is believed, has given these individuals a possible 
background of advertising experience in addition to training 
in the value and preparation of news. Persons possessing 
these qualifications have very frequently been placed in 
charge of publicity divisions because it has been believed 
that ‘they were better prepared to select and to disseminate 
news stories than were other individuals. 

The points of view stated above are found in the selec- 
tion of merchandising managers from each of the sources 
mentioned at the beginning of this section, and each point 
of view contains a considerable amount of merit. At the 
same time, none of these points of view contains sufficient 
merit to warrant the selection of a merchandising manager 
on that basis alone. 
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The Executive's Qualifications.—Selection of the execu- 
tive in charge of the merchandising activities of a financial 
institution is one of the most difficult personnel problems 
confronting executives and the personnel department. It is 
relatively easy for the individual in charge of the merchan- 
dising activities to select subordinates who will take care of 
various phases of the merchandising processes, but the selec- 
tion of an individual to supervise all of these phases is a 
very difficult task due to the fact that few individuals 
possess the qualifications essential to effective direction of 
this work. A great deal might be written concerning the 
qualifications of the merchandising executive, but they can 
only be briefly summarized here. 

In the first place, the merchandising executive should 
possess a broad educational background. It is, of course, 
not imperative that this executive should have college train- 
ing, but in many instances it is distinctly advantageous. 
College training with emphasis placed upon the social 
sciences, and especially economics, both practical and 
theoretical, and political science, gives the individual an 
acquaintance with the theory and operation of principles 
which constantly occur in the problems confronting the bank 
and the public. The educational training derived from 
other academic courses should tend to serve the executive 
in good stead by providing him with a broad knowledge and 
vision. It is also distinctly advantageous for this individual 
to have had college training because it is probable that many 
of the individuals with whom he comes in contact in at- 
tempts to market the services of his institution will be 
persons who have had collegiate experience, and it provides 
him with a point of mutual contact. 

The executive in charge of the merchandising activities 
should obviously be well acquainted with the principles of 
banking and with the organization of the institution which 
he is to serve. A merchandising executive would hardly be 
selected for a manufacturing plant unless he had some 
acquaintance with the nature of the product being manu- 
factured, knowledge of manufacturing processes, knowledge 
of the services rendered by the product, and similar points 
which give the manager of the merchandising department 
innumerable opportunities to develop messages of value to 
customers and prospects. It is true that an individual may 
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acquaint himself with the nature of a financial organization 
within a relatively short time if he is of a curious turn of 
mind and if he applies himself diligently. 


At the same 


time, too much emphasis cannot be placed upon adequate 
acquaintance with the fundamental principles of financial 


institutions 


organizations offer for sale. 

The merchandising executive in addition to being ac- 
quainted with banking processes and operations should be 
equally well versed in the principles and operation of the 


merchandising processes. 


public. 


These 


attributes 


and the nature of the services which 


these 


He should understand the prin- 
ciples which underlie the preparation of advertising mate- 
rial; he should know the problems and the principles of 
selling; he should likewise understand the principles which 
underlie publicity; and his acquaintance with the banking 
process should enhance his ability to detect new methods 
and forms in which bank services may be offered to the 


render 


it 


desirable that such 


executives shall have had a certain amount of advertising 
experience either with the merchandising department of a 
financial institution or with another advertising organiza- 


tion. 


Certainly some newspaper experience may be of 


value, especially in administering publicity. 

An individual who possesses the educational background, 
the personality, executive ability, and actual experience, in 
each of the above fields is exceedingly rare and can in many 
‘ases be found only after a process of training and develop- 
ment under an individual who is in charge of a department 
or else under the supervision and, direction of a senior 
officer who attempts to develop executives from within the 


merchandising department of his own institution. 
frequently it is possible to obtain young men 
who will be assigned from time to time over 


Very 
and women 
a period of 


years to work within the merchandising department, which 
work will give them training in these various types of 
activities; or it is possible to select individuals who have had 
advertising and newspaper experience and then place them 
in various departments of the bank for a period of .time 
before placing them ‘in the merchandising department. 

It is not necessary that the merchandising executive be 
expected to execute the details of each of these several 
fields of the merchandising process, for he can readily 


retain subordinates and counsel which will aid him in the 





































process. 





administration of his work, but at the same time, if he 
understands the fundamentals of these various processes, it 
should certainly redound to his advantage and to the ad- 
vantage of the work which his department produces. 

A prospective manager might have all of the training 
qualifications, but at the same time be deficient in one or 
two other respects. He should essentially be a man of 
sound and reserved judgment, and should possess none of 
the characteristics of the high-pressure advertiser. A high- 
pressure attitude should be very carefully avoided because 
it tends to convey a false impression to the public and also 
because individuals of this type are likely to produce much 
business which will not prove of advantage to the institution 
which they represent.*® His personality should be distinctly 
pleasing and attractive; and he should be able to work at 
high speed without revealing the pressure which he has 
imposed upon himself.* 


Personnel of the Department.—Selection of the man- 
ager of the merchandising department is merely a first step 
in developing the staff which will handle this portion of 
the institution’s program. In some instances, selection of 
the personnel of this department is left to the manager, but 
in other mstances it is left to another officer or to the 
personnel department at least to make suggestions and 
recommendations if not to hire the employes. The extent 
of the personnel of the merchandising department will 
depend upon the size of the institution and upon the amount 
of money which it desires'to spend on the merchandising 
A department may be of such size that one man 
with a secretary can readily handle all of the work which 
might arise. 
other hand, that it can be handled only by a large staff with 
the work of the department separated into various divisions, 
one for each of the phases of financial merchandising. In 
the latter event, the executive of the department becomes 
the supervisor and director. 

Small institutions usually find that direction of the 
merchandising activities may be turned over to one indi- 
vidual who will devote all of his time to it or only a portion 


*Miller, op. cit., p. 25. 
“Ibid., p. 24. 
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of his time. ‘These institutions have found that it is not 
desirable to develop a large merchandising department 
because of the expense involved; many of them further find 
that advertising agencies may be retained either at a flat 
fee per month, or on the basis of graduated charges to 
work in collaboration with the merchandising executive. 
In small banks where one person with the help of a secre- 
tary handles all of the work of the department, this indi- 
vidual frequently spends much of his time making contacts 
either outside of the bank or on the floor of the institution, 
in order to talk with customers and prospects. In instances 
of this kind, the individual in charge should be given 
enough secretarial help to permit him to utilize his own time 
‘and efforts in the development of the institution’s business 
instead of spending it in caring for details which may other- 
wise readily be dispensed with. 

Larger institutions may have as many as a dozen or 
more employes in the department in order to care for the 
many details of preparation, follow-up, filing of used 
material, collection of data, testing, and similar matters. 
There may also be many employes who operate outside of 
the institution, in addition to those concerned with clerical 
work. Several individuals may be concerned with the 
solicitation of savings accounts, several more with the 
solicitation of commercial accounts, and still more with the 
solicitation of trust accounts. Furthermore, the develop- 
ment of the entire staff of the institution as a sales force, 
together with publication of bulletins and house organs, 
involves a large and smoothly functioning organization. 


The Department and Agencies——The statement made 
above to the effect that small departments may advanta- 
geously retain advertising agencies to aid them in their work 
does not imply that larger departments have no use for 
the work of these agencies. These organizations occupy 
important positions in that they render to their clients many 
services which cannot be rendered by a merchandising de- 
partment without incurring a great deal of expense. 
Advertising agencies operate as middlemen between the 
advertiser and the publishing organization. The advertis- 
ing agency purchases space used by the advertiser directly 
from the publication in which the space is taken. The pub- 
lisher collects the payment for the use of this space from 
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the agency, which, in turn, collects from the advertiser. 
Agencies may receive “recognition” from associations such 
as The American New spaper Publishers Association, and 
similar organizations, and are then entitled to commissions 
from the publications in which space is purchased. This 
commission rate is fixed by the publisher according to one 
of three methods. One of these methods commonly used is 
to allow a 15 per cent. commission with 2 per cent. addi- 
tional for payment of cash. This method of payment is 
referred to as the straight commission plan of payment. 
The client pays the ard rate for the space bought, and the 
agency accepts the commission allowed on the purchase of 
this space. Expenses incurred by the agency in the prepara- 
tion of the art work and mechanical production are billed 
by the agency to the advertiser at cost plus 15 per ye 
which is ‘the agency's remuneration. A second method « 
compensation is known as “the plus fifteen less esr si 
plan.” This plan adds 15 per cent. to the cost to the 
advertising agency and then deducts commissions received. 
A third method of payment is “the retainer and commission 
plan.” Under this plan the advertiser pays a regular 
retainer fee until such time as the commissions which the 
agency receives exceed the amount of the retainer, and 
beyond this point the agency is paid on a commission basis. 
Attention should also be called to the fact that in some 
instances agencies charge an initial fee for investigating 
the proposed or suggested campaign before preparing 
definite plans.’ 

The methods by which advertising agencies receive their 
compensation are such that the financial institution may use 
their services without incurring additional expense for the 
department, and at the same time, if the merchandising 
department does not resort to the agency it will save 
practically nothing because this department is not entitled 
to the commissions paid to agencies, due to the fact that 
it is not a recognized advertising agency. The advertising 
agency is an expert organization in its field, and may 
frequently give the institution valuable advice in the con- 
duct of a campaign. It is also acquainted with various 
publishers and the specifications which they prescribe for 


“Cf. Kleppner, op. cit., pp. 459-462, for more detailed description of these 
methods. 
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the preparation of material to be used in their publications, 
and distinct advantages result from this fact. Advertising 
agencies frequently render a great many additional services 
of value such as the preparation of speeches for officers. 
the dissemination of news items, and similar details. No 
reasons exist why the merchandising department of financial 
institutions should resort only with great reluctance to the 
services offered by agencies, for more likely than not the 
agency will be in a position to contribute valuable service 
to the merchandising department. 


Powers of the Department.—Many executives have 
enthusiastically encouraged the creation of the merchandis- 
ing department within their institutions, but have been 
unwilling to grant this department the authority which it 
should have. One reason for this is found in the fact that 
few individuals with satisfactory qualifications have been 
obtained to supervise this work. Another is the fact which 
has been repeatedly mentioned that executives have been 
prone to bind the efforts of the merchandising departments 
by the emphasis which they have insistently placed upon 
conservatism and dignity. Executives retain individuals 
nominally in charge of merchandising and then refuse to 
allow them to carry out the programs which they recom- 
mend until such time as these programs have met with the 
complete approval of a superior officer, such as the presi- 
dent. Certainly if the president or other officers retained 
a lawyer to counsel them on certain matters they would give 
considerable heed to the advice and opinion of the counsel 
which they retained, but at the same time, they retain 
merchandising counsel, and then frequently deliberately 
prevent the execution of a program without even giving its 
proponents opportunity to present and to support their 
vases. ‘The executive in charge of the merchandising should 
be someone in whom complete confidence may be placed 
and he should then be given broad powers over the formula- 
tion of a merchandising program. 


Sources of New Business—The merchandising depart- 
ment is interested in establishing a contact by the use of 
one merchandising process or another with every person to 
whom the institution may likely be of service, and, at the 
same time, derive directly or indirectly, and presently or 
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ultimately, profit of proportions sufficient to warrant the 
continuation of this service. This necessitates the mainte- 
nance of a lengthly list of names obtained from efforts. 
Names for such list may come from the following sources: 


1. From inquiries received as a result of advertising, publicity, and 
selling. 

2. From present customers, directors, stockholders, officers, em- 
ployes of the bank, and advisory boards. 

3. From classified lists, particularly for doctors, dentists, clergy- 
men, judges, lawyers, officials, and other prominent persons. 

4. From membership lists: Clubs, societies, chambers of com- 
merce, donors to charitable institutions. 

5. From lists of corporations, especially for the officers and direc- 
tors, and from officers, directors, stockholders and depositors of other 
friendly or correspondent banks. 

6. From friends of the institution, such as lawyers, insurance men, 
real estate firms, and similar organizations. 

7. From reorganized business concerns, newly organized business 
concerns, and organizations which open branch offices. 


8. From tax records, mercantile reports, apartment house lists, and 
so forth. 


9. From complaints received by the institution. 
10. From the information desk. 


Each of these sources provides the department with 
names of individuals or organizations which may be used 
in developmental’ work. Attention has early been called 
to the methods which may be used in conducting the devel- 
opment of business from these sources, and this tabulation 
is merely an attempt to bring together in one classification 
the sources from which names may be derived for the 
merchandising department. 


Departmental Relationships—The merchandising de- 
partment is closely related to a number of duties about an 
institution which frequently do not come under the juris- 
diction of this department even though there are many 
reasons for placing them under this jurisdiction. The close 
relationships between this department and these several 
duties or activities justify their treatment in the discussion 
of the merchandising department, and include: 


. Complaints. 
2. Information. 
3. Telephones. 


4. Doormen and police officers. 








182 





































SS 


THE BANKERS MAGAZINE 


_ 


New Account Teller. 
Closed Account Teller. 
Credit Department. 
Central File. 

Other Files. 


Analysis Division. 
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Complaints—Any business organization which deals 
constantly with the public is bound in the ordinary course 
of business to come across a number of complaints which 
are directed toward the service rendered by the institution, 
and the merchandising department is very definitely inter- 
ested in knowing as much as possible about these com- 
plaints. One of the best methods of obtaining this infor- 
mation is by having all complaints or else a record of all 
complaints referred to the merchandising department. ‘This 


gives the department opportunity to determine w herein the 


service is inefficient, inadequate, or in other respects fails to 
measure up to the standards which the institution attempts 
to establish, and upon which emphasis is constantly placed 
throughout the merchandising program. In addition to 
this advantage which results, it is also advantageous to the 
department because it gives it opportunity to direct a letter 
to, or if the situation warrants, to make a personal call upon 
the customer who makes the complaint. This frequently 
serves to remedy a strained situation, and a tactful letter 
or call will frequently convert smouldering ill-will into 
good-will and a desire to continue existing business rela- 
tionships. 

The merchandising department should attempt to trace 
every complaint, and “should call the attention of the indi- 
vidual who is responsible therefor and the head of the 
department against which the complaint has been made to 
this fact with a suggestion that such complaints should be 
avoided. If complaints against a particular individual or 
department constantly recur, the matter should receive 
further investigation, and if they persist, should be called 
to the attention of the personnel department or to the officer 
in charge of the personnel department. 


Information.—The information desk should occupy a 
position of conspicuous prominence in the layout of the floor 
plan of a financial institution, and especially of banks and 
trust companies. The maintenance of an information desk 
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is of distinct advantage for several reasons. In the first 
place, it saves the time of customers who would otherwise 
be misdirected and would waste a great deal of time passing 
from one employe to another. In the second place, the 
time of employes is conserved for the same reason. In the 
third place, the customer is more likely to leave the institu- 
tion enjoying a pleasing reaction to a call if he has been 
able to obtain prompt attention. In the fourth place, the 
maintenance of an information desk prevents customers 
upon entering the building from experiencing a lost or 
bewildered feeling, for if the information department is 
readily accessible, they have a specific place at which to 
inquire and are immediately made to feel at home. Finally, 
the information department is distinctly advantageous be- 
cause it may prove fruitful as a source of new business. 

The last advantage of the information desk is probably 
its greatest advantage and for that reason its administration 
in the majority of cases should come within the scope of the 
merchandising department. Customers or prospects fre- 
quently enter the building and are interested in inquiring 
for a booklet or information of some particular kind, but 
are not yet ready to discuss the matter with an officer. The 
information desk should have readily accessible, booklets 
and other material which the institution has for distribution 
and might well adopt a policy of presenting material of 
this kind to as many inquirers as seems desirable. This is 
likely to produce a favorable reaction because it conveys to 
the customer or prospect a distinct impression that the 
institution is anxious to be of service to him. 

A common criticism which may be levied against infor- 
mation departments is that they are inconspicuously located. 
The value of floor space is frequently so great that the 
information desk is allotted a very small and inconspicuous 
space with the result that it becomes necessary for the in- 
quiring customer or prospect even to make inquiry concern- 
ing the location of the information department before he 
may ask the question for which he desires an answer. The 
information department should be prominently located 
with arrows generously placed at corners and turns point- 
ing to the location of this desk. The individual in charge 
of the information desk should report at least once each 
day to the merchandising office names obtained from in- 
quirers. This provides the merchandising department with 
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many names which may be investigated, and if it seems 
desirable to place these names upon the mailing list after 
examination, it may readily be done. 

The employes at the information desk must possess tact 
and courtesy. ‘They must disclose a willingness to give 
information which at least appears greater than to receive 
information. Individuals should not be bluntly asked their 
name and address for this may prove repulsive. Instead, 
inquiry should be politely made with the suggestion that 
the bank would be glad to place the individual’s name on 
the mailing list if he would care to receive material. The 
reason for the desire of a person to receive material should 
usually be inquired and especially the address to which that 
material is to be sent. Some persons do not care to have 
literature from a financial organization sent to their home 
address, and in other cases, to their business address. 
Courteous tact in these respects greatly enhances the utility 
of the information desk to customers and to the institution. 


Tele phones.—The telephone is an effective merchandis- 
ing device frequently overlooked by many financial institu- 
tions. Many of the larger organizations have gone to the 
extent of training their telephone operators and employes 
in courteous responses to calls, and in procedure in handling 
calls. Supervision of this work properly falls within the 
scope of the merchandising department. The principles 
followed in some institutions may be used by other institu- 
tions, regardless of size. The policy of the National City 
Bank of New York City in handling telephone calls is cited 
below as an illustration of the extent to which attention 
may be given to this phase of the business and to illustrate 
the importance with which it is regarded. The policy of 
this institution may also serve as a model to be followed 
by other financial organizations. 


National City Bank Policy.°—The National City Bank 
is said to have the largest private business telephone ex- 
change in the world. A staff of thirty-nine girls watches 
over the calls handled on four hundred and thirty central 
office trunk lines and two thousand nine hundred interde- 
partmental extension lines connecting officers and employes 


*This description of the policy of the National City Bank was adopted 
from a description in the American Banker, December 17, 1932. 





THE BANKERS MAGAZINE 


of the National City Bank and its affiliates. The manager 
of this department is an expert in telephone problems and 
served the Bell Telephone System for seventeen years 
before joining the staff of the National City Bank. 

One of the most serious problems of a financial institu- 
tion, according to the manager of this department, is poor 
service at the switch board. ‘Together with carelessness on 
the part of bank employes who take calls from the operators 
this may cause a considerable loss to the institution’s busi- 
ness. ‘This situation accounts for the adoption of the policy 
herein described. 

Some years ago operators in answering incoming calls 
used to say, “City Bank.” This expression when repeated 
many times a day tended to degenerate into a jargon which 
sounded like “Sebunk.” This caused many people who 

‘alled to inquire concerning the institution answering and 
led to waste of time, antagonism, and an impression ‘of in- 
efficiency. This expression was changed to: “National City 
Bank, Good Morning,” with an inflection on the last syl- 
lable of the last word. It is a rule at the branches of this 
institution to say, “Good Morning” until noon, and “Good 
Afternoon” after that time. At the bank headquarters, 
however, “Good Morning” is said only up to 10:30, for 
it is much more likely that a person will repeat his call to 
this office two or three times in a morning, and the repeti- 
tion of the salutation might become irksome. 

Another innovation introduced by the manager of this 
department and which has since been adopted by the tele- 
phone company, itself, is what is known as a “progress re- 
port.” If a customer calls, and the bank employe’s phone 
is busy, the operator asks, “I am sorry, but Mr. A’s wire 
is busy. Will you wait?’ If the customer waits, thirty 
seconds later the operator says if the line is still busy, “I 
am sorry, but Mr. A’s wire is still busy.” At the end of 
the third such report, it is the rule to say, “I am sorry, 
but Mr. A’s wire is still busy. May I have your number 
and call you back?” Furthermore, in such instances, the 
operator always says to the party who has been holding 
on for a clear wire, “Thank you for waiting.” 

Another policy adopted by the manager of this depart- 
ment has been to establish a hard and fast rule that no 
incoming call can be transferred more than twice. An in- 
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formation department is maintained in order to clear those 
‘alls which require direction. Consequently, customers call- 
ing the bank know that they will receive immediate atten- 
tion and this greatly helps in the development of good-will. 

The account from which this information has been ob- 
tained contained the following paragraph, which very aptly 
summarizes the importance of proper handling of telephone 


valls: 


Every bank, regardless of how small it is, should have a central 
point for all its calls, and stationed here should be well-equipped and 
well-qualified operators. Proper courtesy and efficient help at the 
controls of a phone system may be the difference between a good and 
a bad bank to the telephone caller. No bank should permit this task 
to be performed by just anybody who happens to be there. 


The National City Bank has adopted the following rules 
for telephone service which are to be followed by employes 
and might well be adopted by every financial institution. 


Speak directly into the telephone transmitter, enunciating distinctly 
in a moderate tone. 

Courtesy, a pleasant tone of voice and close attention to the matter 
in hand build customer good-will. 

Answer your extension telephone by giving the name of your 
department or your name, or both; for example, “Credit Department, 
Mr. Jones speaking.” If you leave the office, make arrangements’ for 
someone else to answer your telephone in your absence. Give the 
person’s name when you have occasion to answer his telephone in his 
absence; for example, “Mr. Smith’s telephone, Mr. Jones speaking.” 

After placing a call, remain at the telephone until—an answer is 
received—a busy signal or a busy report is received; or until you are 
satisfied that no one will answer. 


Doormen and Police Officers—Doormen and_ police 
officers comprise employes of financial institutions who also 
might be included within the merchandising department. 
It has been customary in the past to place at various en- 
trances and on the central part of the floor individuals 
attired in police uniforms whose duty it has been to main- 
tain order and an atmosphere of lawfulness. These in- 
dividuals have frequently been curt and gruff and have 
greatly damaged the good-will of the institution. Such em- 
ployes just as well as tellers and telephone operators should 
be very carefully coached in their manner, and should be 
most courteous and accémmodating in their replies. They 





eee 


THE BANKERS MAGAZINE 


should have at their finger tips a great deal of information 
concerning the bank, and if a question is asked of them 
which they can answer, they might well do so without 
directing the individual to the information desk. However, 
if they are the least bit uncertain of the reply, it is prob- 
ably much better for them to direct the individual to the 
information desk. There is also another advantage in hav- 
ing inquirers sent to the information desk in that it tends 
to give the merchandising department better opportunity 
to learn something about the inquirers. Nevertheless, door- 
men and police officers should not be overlooked as mer- 
chandising accessories. 


The New Account Teller—Numerous institutions main- 
tain a special window which is in charge of one or more 
new account tellers, and is obviously designed to care for 
the opening of new accounts. Just as the information desk 
and police officers may come under the jurisdiction of the 
merchandising department, likewise should the new account 
teller come under the same supervision. The new account 


teller should function as something more than a mere re- 
corder of signature cards. When the customer approaches 
this window or desk to open a new account, the teller may 
well make a number of inquiries concerning the individual, 
and all of this information should be relayed to the credit 
department for further examination and should later be 
transmitted to the central file. The teller in a tactful man- 
ner should determine the nature of the business of the new 
customer, his residence address, his business address, the 
reason for his coming to the bank, which incidentally may 
serve as an effective test of the efficacy of the merchandis- 
ing efforts. He should also determine as much additional 
information as possible without trespassing upon the per- 
sonal privacy of the customer to such an extent that the 
latter resents the inquiries. The new account teller may 
with advantage introduce the customer to one or more of 
the officers of the institution after the account has been 
opened, and it is also frequently desirable to show the 
individual through the building in order to point out the 
departments, their locations, and the services which they 
render. This gives the customer a sense of satisfaction and 
importance, and makes him feel that the institution is 
genuinely interested in his business. The teller should also 
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transmit the name of the owner of the new account to the 
merchandising department in order that the account may 
be acknowledged and the name may be placed upon the 
proper list for further development. 

New account tellers should be interested not only in 
the institution’s point of view, but also in the point of 
view of the customer, for only in this manner will satisfied 
customers result. They should explain to the customer the 
terms and conditions under which the bank operates, or 
else should see to it that this explanation is made by an 
officer. This may also provide the owner of the account 
with informative material, descriptive and explanatory, of 
safe deposit boxes, savings accounts, living trusts, life in- 
surance trusts and similar services. 


Closed Account Teller— The closed account teller oc- 
cupies a position of importance almost if not as great as 
that of the new account teller. It is the duty of this 
official to interview all persons who enter the institution 
for the purpose of closing an account. He discusses the 
situation with the account owner, and if the account is 
about to be closed as the result of a grievance, he seeks 
to remedy that grievance. Frequently it is possible to 
show the individual the value of retaining his account, and 
many dormant accounts are developed into active accounts 
by this method. If the individual is determined to close 
out his account, an interview of this kind frequently causes 
him to leave in a friendly frame of mind instead of 
one of antagonism and ill-will. 


Credit Department.—Mention has frequently been made 
throughout this article of relationships existing between 
the merchandising department and the credit department, 
for these two departments can hardly be separated, espe- 
cially in the development of commercial accounts. The credit 
standing of individuals is relatively of less importance in 
savings accounts, trust services, and security sales than it 
is in the sale of commercial accounts. The individual who 
is approached with the suggestion that he open a commer- 
cial account, in many cases immediately expects that after 
he has established his credit with the bank he will be able 
to borrow from that bank. Obviously, there is no advantage 
for an institution whose merchandising department develops 
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prospective accounts and it is then discovered that the 
credit standing restricts the extension of credit to such an 
extent that the customer will be dissatisfied with the credit 
granted to him. Consequently, before developing com- 
mercial accounts or else before devoting very much time 
and effort to their development, the credit standing of the 
individual or corporation should be thoroughly examined 
in order that the institution will find itself in a position 
of being willing to transact business to the customer’s 
reasonable satisfaction if the account is obtained. 


Location.—The merchandising department of a bank- 
ing institution of considerable size will be of such propor- 
tions that it will require a considerable amount of space. 
Much of the work of the merchandising department may 
be carried on in less valuable locations, such as the base- 
ment or upper stories because it involves much work of a 
clerical nature. At the same time, the department should 
not be completely isolated from other banking activities. 
Some institutions find it desirable to establish one or more 
representatives of the department on the main floor of the 
building. These individuals spend a large portion of their 
time talking with customers who come into the building, 
and attempt to sell them services of the institution or else 
to encourage the growth of their good-will. In those in- 
stances in which it is not desirable to locate a man con- 
stantly on the floor, it is desirable to have an officer so 
readily accessible that he may serve in similar capacity 
when occasions arise. In fact, a rather recent tendency 
which might well receive encouragement from the mer- 
chandising department is that of making many of the 
officers readily accessible to customers. 


Central File.—Filing has presented one of the greatest 
record problems confronting the merchandising depart- 
ment. The early development of files tended to advocate 
maintenance of one file for each department, that is, the 
trust department, the credit department, the commercial 
department, the savings department, and the new business 
department might each have files of customers and _pros- 
pects. This soon led to duplication at great expense, and 
also to development of ill-will on the part of customers due 
to the fact that they frequently received from two or more 
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departments material of the same kind at the same time 
or at close intervals. Instances of this kind tended to 
convey impressions of careless and slipshod methods in the 
conduct of the affairs of the bank. Consequently, in order 
to obviate these defects there developed the central file, the 
origin of which extends into the years immediately preced- 
ing the World War. 

The central file has been designed to provide sources of 
additional business from present customers as well as to 
develop customers from prospects. Use of the central file 
as a source of new business has tended to result from the 
fact that approximately 85 per cent. of the customers of 
many banks use only one department. A _ separate file 
might be maintained for prospects who transact no business 
with the institution, but in order to develop present cus- 
tomers it is necessary to know the business being transacted, 
to possess as much information about the customer as pos- 
sible, and to keep a record of the work done by the mer- 
chandising department in each individual case. Effective 
results cannot be expected without complete information 
concerning each name in the file. It becomes a much 
simpler matter to combine the names of customers and 
prospects in a central file than to have a file for each de- 
partment of the institution. The central file may be or- 
ganized as a unit or as several departments centrally 
located. In the latter event, one or more departments 
is for prospects, and the others are for customers in the 
rarious departments. 

The central file is usually made up of cards three by 
five inches, or five by eight inches in size, and on each card 
is placed the name of the customer, his address, business 
connections, credit ratings, position in the business, di- 
rectorates held, club connections, cars owned, services of 
the bank which are used by the individual, services used by 
the organizations with which he is associated, and similar 
pertinent information. It is also frequently customary to 
keep a record on this card of the developmental work which 
has been done by the merhandising department in attempt- 
ing to produce any additional business from the customer 
or new business from the prospect. A record of mailings 
and calls is kept, and complaints might well be added to 
this list. The central file is of special usefulness because 
it may readily be kept down to date, and confusion likely 
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results if files are not kept to date and are not frequently 
consulted. This is especially true where solicitors are at- 
tempting to develop business by means of calls, and oc- 
casionally find that since the last call was made the pros- 
pect has visited the institution and become a customer. 
Some instances of this kind can hardly be prevented, but 
at the same time, they should be kept at a minimum by 
frequent reference to the central file, and even by telephon- 
ing from the field to find out whether or not action has 
been taken, if necessary. The central file depends for its 
development upon the particular conditions prevailing 
within the institution, but is a record which is useful not 
only to large financial institutions, but also to small or- 
ganizations. Institutions in the latter group may not find 
warrant in maintaining a central file on a scale so elaborate 
as that of large institutions, but should derive considerable 
utility from a file commensurate with their needs. 


Other Files——Writers in the field of financial mer- 
chandising, particularly those who discuss the details of 
mechanical production of advertising material and the 

maintenance of records, frequently make mention of files 
in addition to the central file. ‘These usually include files 
such as the following: New business files, credit files, a 
sales-call file, an advertising contract file, an advertising 
order file, a clipping file, a sample file, a cut file, a requisi- 
tion file, a source file, and for publicity, a card index of 
publications, a bank data file, a personality file, a photo- 
graph “morgue,” and a scrap book.’ Files of this kind 
are essential to the conduct of the work of the merchandis- 
ing department, but development of the number of kinds 
depends to a great extent upon the work of the particular 
merchandising department. All are not essential to the 
work of every department, but may be readily developed 
as occasion arises. 


Analysis Division—One very important function of 
the merchandising department, as mentioned above, is the 
analysis of merchandising efforts. This resolves itself into 
the testing of merchandising devices, in so far as that is 
possible, and also the analysis of the results of those ef- 


‘Cf. Knapp, op. cit., p. 308. 
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forts. Methods of testing these devices are of sufficient de- 
tail and importance to warrant treatment in a later article. 


Group and Branch Departments.—The fundamentals 
which underlie the conduct of a merchandising department 
for a bank with branches or for a group of banks do not 
differ from those which underlie the conduct of the depart- 
ment of a unit bank, except in so far as a few details are 
concerned. In branch banking, the work is centralized in 
the department of the parent bank, and the amount of 
work carried on at a particular branch usually depends 
upon the size of the branch and its distance from the cen- 
tral office. This work is unified by constant contact and 
supervision by the central office. In group banking, each 
bank may have its own merchandising department, but 
these activities are likewise co-ordinated through one desig- 
nated central office. One of the most important aims of 
group and branch merchandising administration is to de- 
velop unity, harmony, and a composite personality for the 
institution. 


Relation to Institution—The merchandising depart- 
ment occupies a position among the activities of financial 
institutions which closely relates it to all of the other de- 
partments. It is a department which assimilates the work 
of the various departments and conveys the message of 
the institution to the public. Consequently, the merchandis- 
ing department should be recognized by executives as that 
part of the organization which gives expression to the policy 
and attitude of the institution. It is a common occurrence 
for executives to view with indifference and disdain the 
merchandising department, but this position is funda- 
mentally unsound. The individual in charge of this de- 
partment should be given authority and should be invited 
to attend conferences in which policy determination is in- 
volved in order that he may become familiar with the 
points of view expressed. This intimate contact with 
policy determination gives this executive opportunity to 
translate those points of view into the sales message of the 
merchandising process. A close connection should exist 
between the “executives of the merchandising department 
and the officers most influential in policy determination. 





How to Obtain Bank Costs 


Funds Invested in Earning Assets 


By E. S. Woo.Ley 


President, E. S. Woolley Corporation, New York 


This is the ‘third article in a series which started in the December issue.—Eprror. 


the various departments, it is necessary to ascertain the 

funds which each of the departments has invested in the 
assets which have produced that interest income. The 
average balance sheet “Exhibit C,” used to illustrate last 
month’s article, shows that there was an average total of 
$1,886,044.98 of earning assets. Now it is desired to deter- 
mine how much of the depositors’ and how much of the 
stockholders’ money was invested therein. 

To do this all classes of the depositors and the stock- 
holders must first be charged with the amounts of their funds 
which are not invested in such earning. assets. The bal- 
ances ‘remaining in the different classes will then total to the 
amount of those earning assets. The deposits will be 
charged with the amount of the float and reserves applying 
thereto. Stockholders’ funds will be charged with the 
amounts invested in the building, claims and judgments, etc. 
The reason for this is apparent, because if funds are in- 
vested in such assets they are not invested in the earning 
assets. 

Reference is made to “Exhibit D.” For the sake of 
clearness of presentation, each item is taken up separately 
under its respective caption. 


I order to equitably divide the interest income between 


REDUCTIONS FROM DEPOSITS 


Float.—The first items to be deducted from the deposit 
accounts is the float. That is, the uncollected funds, in those 
deposits. While it entails a considerable amount of work 
still the float of the bank as a whole can, if desired, be 
obtained from the cash letters. That is, the letters of trans- 
mittal. Even if these cash letters are used, however, a float 
analysis sheet should be provided and the float for each day 
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for a month spread upon that sheet. Also if ‘the cash letters 
are used, bank transfers of funds must be disregarded as 
they do not apply to the ‘deposit accounts. Also such bank 
transfers do not affect the total of the cash reserves. If the 
‘ash letters are not used, then a ‘record should be kept of 
the transit items—float—daily. 

This, as a matter of fact, is the preferable method as it 
permits the float to be kept separate for different depart- 
ments. This is accomplished by having separate float sheets 
for each department such as commercial, savings, trust 
funds, etc. ‘The amounts being accumulated according to 
days in transit are entered on their respective sheets in the 
proper column. ‘This float sheet is a sheet with columns 
headed for days from 1 to 8. The amounts are entered in 
their respective columns depending upon the days in transit. 
At the end of the period, each column is multiplied by the 
number represented by that column. ‘The grand total of 
such amounts will then be divided by the number of days 
used in this float analysis. The number of days to be used 
as the divisor depends upon the method used. If no atten- 
tion has been paid to Sundays and holidays—that is, if 
clearing-house items deposited on Saturday are only con- 
sidered one-day items, then the grand total should be divided 
by the working days in the month. 

If, on the other hand, consideration is given to holidays, 
and the amounts of the preceding days repeated on the 
holidays, then the grand total will be divided by the total 
days in the month. As a general rule, if consideration is 
given to holidays, one-day items become two-day items, when 
deposited on days preceding a holiday. ‘Items which would 
be in transportation anyway would not be changed on days 
preceding holidays. To illustrate: an item drawn on San 
Francisco and deposited in Chicago on Saturday would only 
take the same number of calendar days as if deposited on 
Monday. But an item drawn on another bank in Chicago, 
deposited on Saturday, would not clear until Monday and 
therefore would entail an extra day. 

The basis for the number of days in transit should be 
the Federal Reserve schedule for the district. To this 
schedule, however, one day should be added in each case as 
it takes a day to reach the Federal Reserve bank. 

If the savings or other departments outside of the com- 
mercial department are responsible for a very small amount 
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of float, they can be disregarded without serious results. 
However, a record of the savings float should be kept cur- 
rently for a week or so at least in order to ascertain exactly 
how much float should apply thereto. It is impractical to 
obtain departmental float information from the cash letters 
as the work involved by such method is tremendous. It will 
be found, however, that, in the vast majority of cases, the 
float in the savings department is very small. 


Allocation of Reserves.—After the float pertaining to 
the deposits as a whole has been ascertained, then the amount 
should be deducted both from the deposits and from the 
“ash reserves. This gives the actual available cash reserves 
and the collected deposit funds. The percentage of reserve 
will be the percentage of this available reserve to the col- 
lected deposit funds. The method used by some to apply this 
reserve to ledger balances is incorrect. ‘The reason for this 
is twofold. First, and most important, is the fact that it is 
unfair to customers to deduct float 100 per cent. and then 
in addition to charge a reserve on that float. That the 
governing authorities demand that the smaller banks’ re- 
serves be carried against the total ledger balances, has noth- 
ing to do with it. No bank could exist with only the cash 
reserve demanded by the Federal Reserve banks. A bank 
carries its cash reserves to meet the demands of its customers 
and not because of any legal requirements. 

For fair cost computations, therefore, the reserve per- 
centage must be the percentage of available cash reserves to 
collected deposit funds. No other basis will be really fair 
both to banks and to bank customers. For the division of 
reserves as between commercial, savings and other depart- 
ments, the easiest way is to allocate to the savings and other 
departments the amount of reserves needed for those de- 
partments. This would depend upon the activity and the 
cash required by such departments. For example, take the 
savings department. A savings department with a turnover 
of ten and one-half months would require more cash reserves 
than one with a thirty-four-month turnover. The turnover 
of deposits means the time required for the deposits of the 
department to be entirely withdrawn and redeposited. In 
order to ascertain the length of this deposit turnover, adding 
machine tapes may be made of the debits in the control ac- 
count for every other month for a year. The ratio of the 
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EXHIBIT D 


AvERAGE Funps INvesTeED IN EARNING ASSETS FOR THE YEAR ENDED 
DerceMBER 31, 1933 
Deposits 
Demand: 
Subject to check . vesesseceeeee $1,268,259.10 
Less float .......... $100,790.78 
Available reserve 25.60% 297,549.25 398,340.03 





Invested in earning assets .. $ 864,919.07 
Trust funds .... ae 24,716.62 


Less available reserve 25.60% 6,326.57 


Invested in earning assets 18,390.05 
Certificates of deposit ..... 188,317.67 


Less available reserve 25.60% 48,202.42 


Invested in earning assets ... 140,115.2:! 


Cashiers and certified checks 3,727.20 


Less available reserve 40% . ; 1,490.88 


Invested in earning assets 
Time: 
Savings and certificates of deposit 486,459.48 
Less float ee $ 1,945.84 
Available reserve 10% .... 48,451.36 50,397.20 





Invested in earning assets 436,062.¢ 


INvEsTED CAPITAL 


Capital, surplus and undi- 

vided profits .... $602,321.35 
Reserves ...... a 72,500.00 
Sundry liabilities i 275.00 
Circulation ; 300,000.00 


Total invested capital $975,096.35 
Less fixed and sundry assets $250,774.34 
Circulation bonds ................ 800,000.00 550,744.34 





Invested in earning assets .......... Bebra lee. 424,322.01 22.49% 


—— 


Average funds invested in earning assets ................ $1,886,044.98 100.00% 
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total of these six months to the average total of the deposits 
of the department will give the turnover. 

To be more specific, a savings department has an average 
of $1,000,000 on deposit. The six months’ withdrawals total 
$500,000. One million divided into five hundred thousand 
is 50 per cent. Therefore, if half of the average deposits 
were withdrawn in six months, the entire deposits would be 
withdrawn in a year. Another way is to actually add up 
the debits until they equal the average deposits. The shorter 
method, however, will be found very accurate in the great 
majority of cases. The exception of course would be 
extraordinary conditions, such as “runs” on the bank which 
would change any averages. Therefore under such extraor- 
dinary conditions the department incurring them should be 
charged with their cost. For example, in 1931 and 1932 the 
savings needed much higher cash reserves than in 1928 and 
1929. The balance of the available cash reserves remaining 
after deducting the portion applying to savings and other 
departments will be divided by the average collected com- 
mercial deposit funds. ‘This will be the percentage of re- 


serve cost to that commercial department. 


Reductions from Invested Capital.—Naturally, no re- 
serves or float apply to the stockholders’ funds. Also the 
stockholders have funds invested in the earning assets in the 
vast majority of banks. Before this amount can be ascer- 
tained, however, it is hecessary to determine amounts in- 
vested in such assets as are included in the classification of 
fixed and sundry assets as explained in last month’s article. 
These assets are, among others: 


Building. 

Other Real Estate. 

Interest Receivable Accrued. 
Sundry Assets. 

Furniture and Fixtures. 
Claims and Judgments. 
Prepaid Expenses. 
Circulation Redemption Fund. 


If the stockholders’ funds are invested in such accounts 
as these they naturally are not invested in the earning assets. 
The invested capital department will, in addition to the cap- 
ital stock, surplus and undivided profits, be credited with the 
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reserves and the sundry liabilities as stated in the last article. 
The matter of circulation and circulation bonds also will be 
‘“‘washed” through invested capital. ‘That is, invested capital 
will be credited with the circulation outstanding and charged 
with the circulation bonds. This is because they are offset 
accounts. Also because depositors’ monies are not invested 
therein. The income from the circulation bonds likewise will 
be deducted from the general interest and credited either to 
a department called circulation, or included in the depart- 
ment of invested capital. In either case, the department 
credited with the interest from the circulation bonds will also 
be charged with circulation expenses, such as taxes on cir- 
culation, and redemption expenses. It will be noted that 
the redemption fund is also charged to invested capital. The 
reason for this is that it is not cash in the sense of being a 
liquid asset. It is frozen so far as its use for general cash 
is concerned. Moreover it only applies to circulation. There- 
fore for cost purposes it belongs with circulation and not 
with the deposit accounts. 

When these adjustments have been made, the balance 
remaining in each of the deposit accounts and the invested 
capital will be the amount each class has invested in the 
earning assets. The total of all those balances will equal 
the average earning assets shown on the average balance 
sheet. It must be remembered, however, that all balance 
sheet accounts, after closing, must be taken into considera- 
tion or the statement will not balarice. If all accounts on 
the average balance sheet have been considered, the sum of 
each class of deposits and the stockholders’ funds invested 
in the earning assets will total to the average earning assets 
shown on the average balance sheet. This total divided into 
each class will give the percentage which each class has in- 
vested in the earning assets. This percentage is the ratio 
in which the income from the earning assets and the invest- 
ment and loaning costs will be distributed to the various 
departments. This will be explained in detail next month. 





Establishing a Principle for 
Account Analysis 


By Freperick W. HETzEL 


This is the third of a series of articles which started in the December 
jssue.-—EpiTor. 


the bank and its commercial depositors really re- 

solves itself down to the banker’s being able to stipu- 
late a fair price for the services he renders and his ability 
to obtain that price from his customers. 

Our chief difficulty, at this phase of our problem, seems 
to be our inability to stipulate a fair price for services 
rendered. 

Other business men, such as merchants and manufac- 
turers, must also stipulate a price for their commodities and, 
as they have been successfully doing so for years, it might 
be well for us to investigate the method they employ in an 
endeavor to learn whether or not there is anything of value 
in their procedure that we may be able to appropriate for 
ourselves. 

A banker can be, illustratively, considered a manufac- 
turer as truly as can the business man usually referred to 
as such. By the usual interpretation of the term, a manu- 
facturer is one that produces some tangible article for the 
satisfaction of human requirements. A banker also pro- 
duces a commodity for the satisfaction of human require- 
ments but, in his case, his product is an intangible one. 
Intangible though it may be, the services of a banker are 
of as great a material benefit to a community as is the 
product of many manufacturers. The discontinuance of 
that service, for but a limited length of time, would work 
a greater hardship on humanity than would the discon- 
tinuance of the production of many manufactured articles. 

At any rate, the banker is the producer of a commodity 
of value and there is enough in common in the product of 
the banker and the product of the manufacturer to warrant 
the analogous comparison made. The production of each 
entails an expense and the successful marketing of each re- 


BH, tie’ LISHING a satisfactory relationship between 
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quires that the producer be adequately reimbursed for the 
product he produces if he is to remain in business. 

Inasmuch as the manufacturer has been successfully 
stipulating a selling price for his commodity for years and 
for the banker the problem is one of comparatively recent 
origin, if there is a difference in principles employed in 
establishing their respective selling prices, it is most likely 
that the one employed by the manufacturer is the one of 
most practical value. 

Broadly considered, the method employed by a manu- 
facturer in establishing his selling price is to first ascertain 
the cost of production, add to that an allowance for con- 
tingencies and an amount that would constitute an adequate 
profit margin and thereby establish a fair market price for 
his product. 

The banker practically reverses this process. He first 
produces and delivers his commodity to the consumer and 
accepts therefore anything that the consumer is pleased or 
able to pay for it. After having done so, the banker then 
endeavors to determine what the results of his operations 
were by first ascertaining what the recipient of his services 
has paid and then estimating what it has cost him_to deliver 
those services. If by chance the consumer has paid more 
than the cost of production, the banker knows that he has a 
profit; if the consumer pays less than the cost of production, 
he knows that he has a loss. 

The banker employs the principle of hoping that the 
consumer of his services will voluntarily pay more for his 
services than his costs of production; whereas the manufac- 
turer stipulates a price for his commodity that will assure 
him of a profit, if he is able to sell his product. The manu- 
facturer predetermines his selling price and clearly states 
what it is; the banker does not. 

Is it possible for a banker to predetermine a price that 
he should receive for his services? It is just as logical that 
he be able to do so as it is for, say, a telephone company to 
specify what their services will cost the consumer of them. 

With the banker, however, the selling price must be ex- 
pressed in somewhat different terms than would be those 
employed by most other lines of business. A banker’s main 
source of income always has been, and probably always will 
be, from the income he can derive from the use of funds 
left on deposit with him. Not only has that been his prin- 
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cipal source of income but it is the general public’s concep- 
tion of how a banker is reimbursed for the services he 
renders. 

Inasmuch as deposit funds are the main source of a 
bank’s income and also that that is the usually accepted 
opinion as to how a banker is reimbursed for services ren- 
dered, the logical medium for the banker to employ in 
designating the price of his services is to quote them in 
terms of balances. 

Had we employed such a means of stipulating a selling 
price and had then based our analyses on such a principle, 
what would have been the results obtained for the three 
accounts previously analyzed in last month’s article? 

Inasmuch as the services rendered to each of the three 
accounts were identical, our selling price in each case would 
also have been identical. It was found that one of these 
three accounts maintained balances that proved to be suffi- 
cient, not only to cover all expenses, but also, to produce 
a profit of 10 per cent. on balances maintained without the 
necessity of being subjected to an additional charge. It 
would seem logical, therefore, that the balances maintained 
by this account would be the amount of balances that should 
be specified for the particular amount of service rendered. 

As balances maintained by this account aggregated gross 
$134,600, let us use that amount as the selling price of the 
services that were rendered to each of these accounts and 
make an accounting for each under that basis. For the 
respective accounts this would appear as follows: 


ACCOUNT NUMBER ONE 


Balance required for services rendered $134,600 
Balance received on account ........................ . 67,400 


ES eRe aa Re PPE HER eT ee $67,200 


ACCOUNT NUMBER TWO 


Balance required for services rendered $134,600 
Balance received on account 115,000 


Balance $19,600 


ACCOUNT NUMBER THREE 


Balance required for services rendered $134,600 
Balance received on account .... 


Balance 
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Such a rendition of accounts would have very much the 
same general characteristics of a bill rendered for an open 
account by a merchant or manufacturer and would be 
readily understood by them in principle. Such a bill could 
hardly be complied with by the recipient, however, even 
though understood in principle. 

The facts as set forth relate to a past period and inas- 
much as balances cannot be rectified for a period that is 
past, it is necessary that an alternate means of reimbursing 
the bank for deficiency balances be adopted. ‘The most 
logical alternative means would be by direct charge to the 
account in dollar and cents. 

In designating the balances of $134,600 as the balances 
required for the services rendered to these accounts, we 
were actually designating the amount of income that those 
balances would produce. Our computations showed that 
the gross earnings on those funds amounted to $9.85. 

If $9.85 is the amount of income that should have been 


produced by the balances maintained, it would only be fair 
that those accounts whose balances produced less than that 
amount should pay directly to the bank the difference be- 
tween what their balances did produce and this amount. 

Applying this theory to Account Number One we would 
produce the following accounting: 


ACCOUNT NUMBER ONE 


Gross income required ...... veces $9.85 
Less income produced by $67,200 .. 3.59 


Charge for income deficiency $6.26 


By charging Account Number One with the income de- 
ficiency of $6.26 we would have put it in the same status 
as Account Number Three, as far as net earnings to the 
bank are concerned. If an account with the status of Ac- 
count Number Three was justifiably to be expected by the 
bank, the equity of charging Account Number One with 
an amount sufficient to put it on a parity with Account 
Number Three is readily understandable. 

., Applying the same principle of application to Account 
Number Two we would have the following accounting: 
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ACCOUNT NUMBER TWO 


Gross income required $9.85 
Less income produced by $115, 000 8.02 


Charge for income deficiency $1.83 


Certainly such a method of procedure would be equitable 
to all accounts. We would not only specify the balance 
required for services rendered but also have afforded the 
depositor a choice of whether he would pay the bank in full 
by means of balances or, only partly in balances and the 
remainder in cash. Presumably, if the depositor selected 
the method of part payment in balances, such an arrange- 
ment would be the more convenient for him to fulfill. There 
would hardly be cause for complaint, as far as the equitable 
treatment of all accounts was concerned, if such a policy 
were to be pursued by a bank. 

The process of charge would be somewhat simplified for 
the bank by merely charging each account for the earning 
power of the deficiency balances. This produces the same 
results as the longer method just illustrated which is shown 
as follows: 


ACCOUNT NUMBER ONE 


Gross balance required.... $134,600 


Gross balance maintained 67,400 
Gross balance deficiency $67,200 


If the bank had had these additional funds it would have 
been able to earn thereon: 


Gross balance $67,200 
Less 15 per cent. reserve 10,100 
Available balance...... $57,100 
Will vield at 4 per cent. 

ACCOUNT NUMBER TWO 


Gross balance required : ....$134,600 
Gross balance maintained 115,000 


Gross balance deficiency _ $19,600 
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If the bank had had these additional funds it would have 
been able to earn thereon: 


Gross balance prea $19,600 
Less 15 per cent. reserve ; 2,900 


Available balance. se ..... $16,700 
Will yield at 4 per cent.....:........... $1.83 


In each case the account was charged with the amount 
the bank would have been able to earn on the deficiency 
balance had it been in its possession. 

It was only possible to stipulate these deficiency 
balances, however, because we had one account whose 
balances were exactly sufficient for services rendered in its 
case and also that those services were identical to the ones 
rendered to the other two accounts. In actual practice we 
would rarely, if ever, encounter such coincidental accounts. 

It is not necessary that we should have such acounts, for 
our procedure would be to designate the balances required 
for services rendered and then compare the amount actually 
maintained by the account with what our requirements are 
and thereby determine the deficiency existing, if any, and 
charge accordingly. 

Account Number Three was not a chance account but 
one that was designed for the purpose of our illustrations. 
The balances required for the services rendered were pre- 
determined and then the balances of this account were to 
conform to those requirements. 

The illustrations used serve the purpose of demonstrat- 
ing that such a principle of anlyzing an account is not 
only possible, but logical, for predesignating our selling 
price in terms of balances with an alternative method of 
direct payment, for the convenience of our customers. 

The principle of prestating what the price of an article 
or service will be is one that has been employed for years by 
other types of business and therefore its adoption by the 
banks would not necessitate the education of the consumers 
of our services into new lines of reasoning. The mere fact 
of our designating a price in terms of balances would not 
constitute such a wide departure from the usual medium 
used by other lines of business that it would not be readily 


understood by the man in general business with whom 
we deal. 
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To accomplish our purpose in such a roundabout and 
circuitous manner, as here illustrated, would be too cumber- 
some for practical use. Our technique must be simplified 
so that an analysis of an account by the use of this principle 
‘an be made as quickly, or better, more quickly than by any 
other method. Furthermore, our analyses must be so 
planned that they will not only produce accurate results 
quickly, but be elastic enough to produce all of the infor- 
mation that we will require for the practicable handling 
of our problem. 

We will therefore proceed to plan such a method of 
account analysis and inasmuch as it must be “elastic” 
enough in its scope to fulfill all of the foregoing require- 
ments in as short or shorter time than is ordinarily devoted 
to the analysis of an account, we will designate it as the 
“analastic method” of account analysis to differentiate it 
from other methods when referring to it. 


THE TREATMENT OF EMPLOYES 


OnE thing I have learned during my seventy-four years is that 
you cannot fool people into believing that you are interested in 
them or that you care about them. Words, without actions, are 
not beneficial to anyone. Inability to see that the employe is 
just as important to himself as the employer is to himself leads 
to trouble. If I were to offer a thought leading to the proper 
relations between management and employe and public, it would 
be based on the simple and natural principle of reciprocal friendli- 
ness worked out with earnestness and with sincerity—Ward G. 
Foster, in Executive Service Bulletin. 





Monetary Policy and Prices 


By JAmEs H. Ranp, JR. 
President, Remington Rand, Inc. 
Chairman, Committee for the Nation 


The following article is published as a part of the policy of Tue Bankers 
MacazinE to give a fair hearing to both sides in the discussion of monetary 
problems, and is not to be taken as an approval of the views expressed by 
the author.—Eprror. 


PPORTUNITY to place before readers of THE 
O BaNKERS MAGAZINE a monetary viewpoint which 

has been misrepresented and misunderstood in many 
quarters is most welcome. 

I was one of a group of business men to get together 
behind closed doors late in 1932 to try to find out what was 
the underlying cause and what might be the cure of the 
prevalent economic disease. Several of the leaders in that 
group operated plants in other countries that were off the 
gold standard. In some countries their business was pros- 
perous in contrast to the descending spiral of activity in the 
United States. Some had asked their economists to tell 
them why. Receiving no explanation that would stand up 
under the analysis of business experience, some of us 
thought it was time to conduct our own research and form 
our own conclusions. 

We engaged the National Industrial Conference Board 
to make a series of special studies. Behind closed doors 
we listened to economists and experts of almost every shade 
of opinion. At the end of January, 1933, we had reached 
the conclusion that complete collapse of the banking struc- 
ture could be avoided only if President Hoover could be 
induced to suspend gold payments, embargo export of gold 
and reduce the exorbitant buying power of the dollar. We 
made these recommendations both to the outgoing and in- 
coming administrations. 


RESTORATION OF NORMAL INCOME AND PURCHASING POWER 
The crux of the recovery problem was then, and still is, 


how to restore normal income and purchasing power to 
depressed economic groups. 
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Our studies led us into the whole field of price level, 
the fundamental laws that control the movement of prices, 
the necessity for equilibrium in the price structure. 

We have become accustomed to think of the United 
States as an industrialized nation. 'Too many of us have 
lost sight of the fact that approximately 45 per cent. of our 
population are directly dependent upon the production of 
basic commodities—the products of farms, mines, forests, 
fisheries, ete. 

A common-sense approach to the recovery problem told 
us that no people could prosper so long as nearly one-half 
of them were deprived of their normal income and _ purchas- 
ing power and their ability to buy in normal volume from 
the other half. 

To some industrialists this was almost a new conception. 
Many of us had thought of the farmer as a “sorehead,” 
always complaining that he was the forgotten man. Some 
of us imagined that farmers, because they are strongly 
organized and wield a great political power, are always 
demanding “relief” in some unreasonable form. 

We found a different set of facts when we brought into 
these private conferences the leaders of organized agricul- 
ture and their economic advisers. We found that they had 
researched the whole field of price relationships. Back of 
the viewpoint of organized agriculture was a vast amount 
of data, the results of twenty years of patient investigation 
by two economists, Warren and Pearson, heading the De- 
partment of Agricultural Economics at Cornell University. 
These men evidenced more sound knowledge of the funda- 
mentals of price relationships than any other experts we 
could find. 

Dr. Warren had been telling the farm organizations 
since 1918 that the world’s gold supply, if used at pre-war 
currency ratios, could not support permanently a general 
price level higher than pre-war; that unless the United 
States reduced the gold content of the dollar we must return 
to approximately our pre-war price level. He demonstrated 
to our satisfaction that the only way to stop the deflation 
and avoid disastrous inflation by the printing-press route 
was to take a realistic view of the world gold situation and 
reduce the weight of gold in the dollar sufficiently to offset 
the increased world value of gold. This was what thirty- 





ne ee ———————————————————————— 


THE BANKERS MAGAZINE 


ane ene ee ee 


three other nations had done to their currencies, in varying 
degree, while the United States stood pat on the gold stand- 
ard and took deflation on the nose. 


DIRECT RELATIONSHIP BETWEEN THE PRICE OF GOLD AND THE 
AVERAGE PRICE OF BASIC COMMODITIES 


The Cornell economists’ statistics indicated that prices 
of basic products—the principal foods, fibers and metals 
having world-wide markets—respond almost immediately to 
changes in the gold content of currencies; in other words, 
that there is a direct relationship between the price of gold 
and the average price of basic commodities. The reason- 
ing is obvious. If you can buy cotton, wheat, copper or 
any other transportable basic commodity for a less amount 
of gold in one country than another (taking into account 
transportation costs and trade barriers) you will acquire 
gold or its exchange equivalent and send it to the place 
where you can acquire the commodities most cheaply. 
Therefore, regardless of whether a country has an export- 
able surplus of any basic commodity, the domestic price of 
that commodity tends to conform to its world price level. 

Here you have the simple fundamentals of the gold 
repricing policy. Its objective was to raise the average 
price received by the one-half of our population who are 
basic producers. Their prices fell much farther than others 
—zs they always do in periods of falling prices. The an- 
nual gross income of our basic producer groups was reduced 
by about $17 billion, and is still nearly $10 billion short of 
pre-depression normal. 


HOW AND WHY PRICES RISE AND FALL 


Had the public understood how and why prices rise and 
fall, and how the prices of basic products go down fastest 
and farthest in a depression and come up first and fastest 
on the rebound, there would have been less misunderstand- 
ing, less fear of President Roosevelt’s monetary policy. 
Apparently most people imagined that “raising the price 
level” meant lifting all prices equally. This misappre- 
hension resulted in frightening the public and giving excuse 
for such well-meant efforts as that of the Consumers’ Ad- 
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visory Council in Washington. One of the most common 
questions during the initial period of recovery was “how can 
you raise some prices without raising all prices?’ Where- 
fore, the demand for NRA and its resulting increase of the 
hourly wage rate in industry by 31 per cent. from June, 
1933, to July, 1934. 

Raising the price of gold from $20.67 to $35 an ounce 
did exactly what was expected of it. Before drought lifted 
some agricultural prices still higher, beginning last June, 
the average price of twenty-four American farm products 
had risen 72 per cent. against a 69 per cent. rise in the 
dollar price of gold. The further rise since June, caused 
by drought, is the result of scarcity and not a consequence 
of monetary action. The average price of the thirty basic 
commodities of the Journal of Commerce Index, which 
includes the important imported raw materials as well as 
the principal domestic products, rose 67 per cent. while 
the gold price was being raised 69 per cent. 

No one who understood the principles of price level 
restoration expected or predicted that the Bureau of Labor 
Index of 784 wholesale prices would respond immediately 
to the change in the gold price. A quick rise in basic 
products, followed by a slower rise in the general price 
level, was expected, and that is just what took place. 
Nevertheless, the country was flooded with such misstate- 
ments as that of Mr. Henry J. Haskell, editor of the 
Kansas City Star and Times. Speaking before the Kansas 
Bankers’ Association at its annual meeting in Wichita, 
May 17, 1934, Mr. Haskell said: 


The President adopted the gold policy under the inspiration of 
Professor Warren and the Committee for the Nation, who assured him, 
if he cut the dollar in half, prices would double over night. I have 
heard them talk that way. When we went off gold, however, the results 
predicted by Professor Warren and the Committee for the Nation did 
not materialize. There was no such magical arithmetical upturn in 
prices as was expected. 


Unfortunately such misinformation and misunderstand- 
ing were spread to many quarters. I recently invited an 
eminent New York banker to a private off-the-record dinner 
to hear an associate of Dr. Warren discuss the relationship 
of gold policy to restoration of real estate values. Although 
his institution has many millions at stake, this banker replied: 
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I am not even remotely interested in meeting any associate of 
Professor Warren. Fortunately, some of his wild theories have already 
been proven not to be of any value whatever. 


It is perfectly natural for men to challenge thinking 
which violates their traditions. I do not criticize bankers 
for questioning the advisability of monetary change. I 
questioned it myself for a long time. What T do criticize, 
what I hope will disappear, is the closed-mindedness which 
will not examine facts. 

World prices for basic products, which are fixed in terms 
of gold, are beyond control of any single nation. Gold now 
buys 214 times as much of basic commodities as it did on 
the average during the post-war decade. The countries 
which have clung to a gold standard and refused to raise 
their price of gold (lower the gold content of their cur- 
rencies) remain in deflation. They suffer from a high rate 
of unemployment and low industrial activity. Some have 
dictators, others are in a ferment of social unrest. 

Only those countries which have taken a realistic view 


of the world gold situation, and have raised their price of 
gold adequately, have restored the solvency of their basic 
producer groups. Such countries have used the renewed 
purchasing power of basic producers to prime their indus- 
trial pumps and make them keep on pumping. 


THE LIMITS OF DEVALUATION 


I am frequently asked: “If the United States raised 
its price of gold still further, and that did not produce the 
desired result, how far would you have it go?” 

I would answer that question as did the finance minister 
of a country whose recovery indicates that it has been wiser 
than the United States. He said: “If you will tell me how 
much longer the world will continue to hoard gold, and to 
what point the world will raise the purchasing power of 
gold, I will tell you how far and just when my country 
will stop raising its currency price of gold to offset the 
increased buying power of that metal. We shall continue 
to keep our basic producers solvent by raising our gold 
price as high as the world compels us to go.” 

Nevertheless, this does not mean that a “competitive 
race in currency depreciation” is the inevitable consequence 
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of such a policy. Currency depreciation has only one legiti- 
mate objective; that is, restoration of equilibrium of internal 
prices at whatever level will balance costs and fixed charges 
and allow a margin of profit sufficient to give a satisfactory 
standard of living. Carried beyond such point, currency 
depreciation overshoots the target of reflation and defeats 
itself. The cost of imported goods becomes so excessive as 
to overbalance any undue advantage on the export side. 

Japan went beyond the point of reflating to the pre- 
depression level. It raised the yen price of gold 192 per 
cent., when 150 per cent. would completely offset the in- 
creased value of buying power of gold. Japan gained 
tremendous temporary advantage in world markets, but 
excessive cost of imported raw materials is now showing 
Japan the mistake of carrying currency depreciation beyond 
the economic level. 


FIXED WEIGHT OF GOLD NOT SACRED 


I see nothing sacred in a fixed weight of gold. I see no 
merit in clinging to a gold tradition at the expense of 
wrecking the best that has been built under our system of 
free capitalism. 

There is no present indication that gold will lose its 
abnormal world value or purchasing power quickly enough 
to enable private industry to, absorb unemployment in the 
United States within the time limit which is set by neces- 
sity. It has been broadly hinted that unless business can 
take care of the unemployment problem very soon, govern- 
ment will have to assume that obligation, and may have to 
assume it permanently. 

Unemployment is a product of low business activity. 
Low business activity results from disequilibrium in the 
price structure which leaves nearly one-half of our popula- 
tion unable to buy in normal volume from the other half 
and at prices which will show a profit. 

Equilibrium could have been restored by deflation— 
provided the country would have endured general bank- 
ruptcy. Industrialists and farm leaders represented in the 
Committee for the Nation did not believe deflation to the 
bitter end would be endured. We did not believe it possible 
to reduce wage rates, taxes, debts and other fixed charges 
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to the low level of basic commodity prices. Nor do we be- 
lieve that it is safe now to continue in partial deflation while 
waiting for the world to change its gold-hoarding habits. 


FURTHER INCREASE IN THE DOLLAR PRICE OF GOLD 


This is why the Committee for the Nation will continue 
to advocate increasing the dollar price of gold as the only 
sure and immediate way to restore basic producers’ income 
and power to buy from industry, and thereby enable indus- 
try to re-employ the idle. 

The Committee for the Nation advocated permanent 
monetary legislation at the last session of Congress. It 
sponsored Frank A. Vanderlip’s proposal to create a Fed- 
eral Monetary Authority superimposed above the Federal 
Reserve System. This authority would have sole power to 
manipulate the usual levers of credit control, and when 
the discount rate and open market operations failed to keep 
the price level reasonably stable, to adjust the dollar price 
of gold up or down. 

We stand with the farm organizations in their advocacy 
of money of stable purchasing power, money described by 
President Roosevelt as his objective—money which a genera- 
tion hence shall have the same purchasing and debt-paying 
power. 

Every banker who reads this statement will probably 
recall having seen Or heard references to the Committee for 
the Nation as “an inflationist group.” A few individuals 
who advocate reflation, even by the printing press, have 
voluntarily subscribed to the program of the committee, 
but the committee as a group has never receded from its 
original position, that a currency printing press may be as 
dangerous as a machine gun. In its published “INTERIM 
REPORT AND IMMEDIATE RECOMMENDA- 
TIONS,” drafted by Frank A. Vanderlip and approved 
in February, 1933, the Committee for the Nation stated, 
in bold capital letters: 


“WE REJECT THE REMEDY OF A PUR- 
POSEFUL INFLATION OF CURRENCY IN 
ORDER TO ADVANCE PRICES.” 

The committee’s first statement included also the fol- 
lowing: 
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We are keenly alive to the dangers of currency inflation and to the 
difficulty in stopping that type of inflation when once started. 

We recognize that a devaluation of the standard might not be 
followed by an equivalent rise in prices. There might be a further 
fall of other currencies in the world that are not directly related to 
gold and a decline in world prices, so that a rise in the commodity index 
might be somewhat less than the ratio of devaluation of the standard. 

There would probably have to be an interim period in which the 
currency found a more or less permanent level and devaluation fol- 
lowed as a regularization of the status quo. We would not, therefore, 
recommend that immediately on the cessation of specie payments there 
should simultaneously be a devaluation of the standard, but rather that 
time be given for adjustme nt of currency value and commodity prices 
to the new situation. 


SUMMARY OF PRINCIPLES FOR BANKING REFORM 


The principles which have actuated the Committee for 
the Nation in advocating permanent banking reforms may 
be briefly summarized: 

Sovereignty over all money, including the right to issue 
currency, is a prerogative which belongs to government. 
“To coin money” and “regulate the value thereof” are con- 
stitutional functions of the Congress. The currency-issuing 
privilege was farmed out to the Federal Reserve System, 
and it failed to control a runaway credit situation. 

If the currency issuing privilege of the regional banks 
is to be concentrated in one authority in Washington, that 
authority must be safeguarded against partisan influence 
as well as against private manipulation. No group of men 
in position to profit by their own decisions should be ex- 
pected to exercise this most important function of govern- 
ment—to regulate the value of everybody’s money, and 
thereby everyone’s income and the value of his property 
and savings. 

On the other hand, the Committee for the Nation is 
just as vigorously opposed to bureaucratic control over the 
granting of credit to individuals and corporations. That is 
a function of commercial banking. Such credit is an attri- 
bute of private property and should remain within the con- 
trol of the banks representing private property ownership. 

Hearings on the Federal Monetary Authority Bill be- 
fore the House Sub-Committee on Banking and Currency 
in the last Congress furnish a basis for completing a work- 
able piece of legislation at this session. 





The Present Position of Banking in 
the United States 


Comparative Clearing-House Returns 


bers in a number of leading cities 

as of June 30 and December 31, 
1934, presented herewith, carry forward 
this important array of banking sta- 
tistics begun in the August issue of THE 
BANKERS MAGAZINE. 

At a time when the composition of 
bank assets and liabilities is undergoing 
marked changes, the publication of this 
information constitutes a unique statisti- 
cal service. It furnishes a basis for 
determining what is taking place in the 
situation of each clearing-house member 
bank within the six-months period, the 
changes in all such member banks in 
each city represented, and finally among 
all the clearing-house banks from which 
returns have been received. 

Taking the latter item as the most 
significant for purposes of comparison, 
the following alterations are shown: 


Rites: from clearing-house mem- 


AGGREGATE OF ALL REPRESENTED CLEARING’ 
House BANKS, JUNE 30, AND 
DECEMBER 31, 1934 


Loans and Discounts 
June 30 Dec. 31 
$5,690,931,000 $5,414,560,000 
Government Securities 
June 30 
$5,771,674,000 


Dec. 31 
$6,490,143,000 


Deposits 
June 30 Dec. 31 
$16,322,705,000 $17,852,404,000 


Surplus and Undivided Profits 


June 30 Dec. 31 
$1,201,012,000 $1,220,920,000 


It will be seen from these figures 
that in the six months covered by these 
statistics, loans and discounts have de- 
creased by $276,371,000; Government 
securities have increased by $718,469,- 
000; deposits have increased by $1,529,- 
699,000, and surplus and undivided 
profits have increased by $19,908,000. 

The increase in deposits during this 


period has been remarkable. It is in- 


dicative of restored confidence in the 
banks, but the gain has arisen in part 
from increased Government deposits, 
representing the proceeds of sales of 
public securities to the banks. 

Attention is directed to an article by 
Hon. J. F. T. O'Connor, Comptroller 
of the Currency, relating to the con- 
dition of national banks. The Comp- 
troller points out that failures of na- 
tional banks have practically ceased, and 
that the deposits in these institutions 
are now close to the high time record 
for all time. 


ANALYSIS OF BANKING CONDITIONS IN 
NEW YORK, PHILADELPHIA AND 
BOSTON 


A most instructive analysis of the 
situation of the banks of New York, 
Philadelphia and Boston, prepared by 
F. L. Garcia, statistician of Messrs. 
Hoit, Rose & Troster, is also presented 
in this number. It contains a thorough 
presentation of the position of the banks 
in these cities during the year 1934, 
and is of exceptional value on account 
of the important relation the banks in 
these cities sustain to the country at 
large. 

THE BANKERS MAGAZINE is under 
special obligation to the managers of 
the various clearing-houses, whose co- 
operation has made it possible to pre- 
sent the statistical information included 
in the tables. 

Manifestly, all the prominent cities 
could not be included, but it is believed 
that those comprised in the tables are 
sufficient to afford a clear indication of 
the situation of the banks. Unfortu- 
nately in a few instances where in- 
formation was requested, there were 
practical difficulties that prevented the 
furnishing of statistics, which explains 
the absence of several cities that would 
otherwise have been represented. 





Improvement in the Banking 
Situation 


By J. F. T. O'Connor 


Comptroller of 


NE of the gravest situations con- 
() fronting the President on the 

day he took his oath of office 
was the collapse of the nation’s banking 
system. Bold, effective and immediate 
action was imperative, for without such 
action and sound plans for the final 
solution of the problem, the great pro- 
gram of the Administration would have 
been practically impossible of accom- 
plishment. The course of action taken 
by the White House during the early 
morning hours of March 6, 1933, and 
the plans for rehabilitating the wreckage 
which were developed and announced 
later, left no doubt in the public mind 
as to the bold and courageous leader- 
ship of the President and the wisdom 
of his procedure. 

The close of the year 1934 brought 
to near completion those plans as they 
concern the National Banking System. 
Following the banking holidays in 
March, 1933, there were 1417 banks 
under the supervision of the Comptrol- 
ler of the Currency which were not 
licensed to reopen, and these had de- 
posits aggregating $1,971,960,000. At 
the close of business on December 31, 
1934, all but five of these banks, with 
deposits of $6,622,000 at closing, had 
been reorganized and reopened or 
otherwise disposed of; and these five all 
had plans approved for reorganization. 

The work of rehabilitation has in- 
cluded active as well as inactive na- 
tional banks. During the period begin- 
ning with the enactment on March 9, 
1933, of the law, providing for the issu- 
ance of preferred stock by national 
banks, and ending with December 31, 
1934, 1586 active national banks issued 
$439,515,750 in preferred stock for the 
purpose of repairing and strengthening 
their capital structure, and 128 issued 
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$16,895,276 in common stock for the 
same purpose. 

Nor has the unfortunate depositor 
with funds tied up in closed banks been 
forgotten. On December 31, 1934, 
there were in receivership 1551 national 
banks, including savings banks and trust 
companies in the District of Columbia, 
with deposits of $1,881,739,524 at 
closing, and provision already had been 
made for the return to depositors of 
$1,008,042,159, or more than 53 per 
cent. of these funds. 

The essence of the program of bank 
rehabilitation developed by the Presi- 
dent and Congress was direct and im- 
mediate action, cutting out those banks 
which were so weakened that they 
could not continue to function under 
any circumstances and those which 
could not resume operations without 
reorganization, and strengthening many 
of those which were permitted to re- 
open through the investment of new 
capital in them by the Government and 
by local interests. This program was 
supplemented by the enactment of the 
law providing for the insurance of 
deposits, which aided in restoring public 
confidence. 

The success of the program is elo 
quently attested by the phenomenal re’ 
covery of the national banks from their 
very low state in March of 1933. Since 
March 16, 1933, the number of active 
national banks, including savings banks 
and trust companies in the District of 
Columbia, had increased from 4522 to 
5490 on December 31, 1934, and de 
posits in these banks had increased from 
$16,315,586,000 to $20,906,176,000, or 
a net gain of 968 active banks and of 
$4,590,590,000 in deposits. Meanwhile 
only one national bank failed during 
the year 1934, as compared with 188 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 

ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


suspensions in 1930, 516 in 1931 and 
331 in 1932. 

The story of the recovery is told 
more vividly by the accompanying table. 
The table includes national banks only 
and contains information taken from 
call reports as of June 30 for each 
year from 1926 to 1934 inclusive, with 
the one exception noted. Figures on 
loans and discounts and on deposits are 
in thousands of dollars. 


Number 

of Loans and 
banks discounts 

$13,427,393 

13,965,484 

15,155,133 

14,811,323 

14,897,204 

13,185,275 

10,286,377 

8,119,772 

7,697,743 

7,638,644 


*October 17, 1934, call. 


It will be noted with interest that 
deposits as of October 17, 1934, slightly 
exceed the total for June 30, 1926, 
which is now currently referred to as 
anormal year. The total is now fast 
approaching the total of $23,268,884,- 
000 which was reported for June 30, 
1930, and which was the highest total 
reported for June 30 in the history of 
the system. The ratio of loans and 
discounts to deposits increased from 
65.0 per cent. in 1926 to 68.5 per 
cent. in 1929, and thereafter declined 
until the ratio reached 36.7 per cent. 
on October 17, 1934, the latest date 
for which call report figures are avail- 


New York City 


able. The chief significance in this low 
ratio as of October 17, 1934, is the 
accumulated store of credit now avail- 
able to industry. Attention is directed 
also to the decline in the number of 
banks and to the increase in the average 
of deposits per bank. The number of 
active national banks declined from 
7978 in 1926 to 4902 in 1933, and 
thereafter increased to 5466 on October 
17, 1934, while the average deposits 


Ratio L@ D 
to deposits 
(per cent.) 

65.0 
64.1 
66.8 
68.5 
64.0 
59.4 
58.9 
48.4 
38.6 
36.7 


Average 
deposits 
per bank 
$2,589 
2,795 
2,945 
2,865 
3,208 
3,262 
2,839 
3,421 
3,676 
3,809 


Deposits 
$20,655,044 
21,790,572 
22,657,271 
21,598,088 
23,268,884 
22,198,240 
17,460,913 
16,774,115 
19,932,660 
20,821,392 


per bank increased steadily from $2,- 
589,000 in 1926 to $3,809,000 on Octo- 
ber 17, 1934. 

Some bankers have contended that 
the attitude of the national bank exam- 
iners in criticizing loans retarded re- 
covery. This is not correct. In October, 
1933, national bank examiners were 
instructed to appraise assets on a re: 
covery basis, and these instructions were 
reinforced by further instructions in 
March, 1934.* The reports of exam- 


*See address of Comptroller of the Cur- 
rency before the Nebraska Bankers Associa’ 
tion on November 9, 1934. 
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STATEMENT OF 


THE WILLIAMSBURGH SAVINGS BANK 
BROOKLYN, N. Y. 


Dividend, January First, 1935, 214% 








payable to us on demand 
United States Government Bonds 


Railroad Mortgage Bonds 
Miscellaneous Bonds 


Corp. 


Banking Houses 
Other Real Estate 
Other Assets 


ToTAL INVESTMENTS 


Accrued 
Liabilities 


Taxes 


Other 


Bonds of various states, cities, counties, etc. .........eeee eens 


24,890 First Mortgages on real estate in Kings and Queens Counties 
Interest earned but not yet due and payable 


There is due 173,293 depositors ....... 
There is due 1,648 “Xmas” Club Depositors .... 


Sep eare re $230,848,777.46 


Which leaves a surplus at investment value of 
to protect depositors against any possible loss. 


The Funds of the Bank are invested as follows: 
Cash in our Vaults and on deposit with banks and trust companies, 


$ 11,814,385.20 
43,040,500.06 
45,778,854.45 
12,483,247.74 
1,769,700.00 


Capital Stock—Savings Banks Trust Co. & Institutional Securities 


461,400.00 
137,058,486.00 
3,334,397.44 
7,200,000.00 
4,258,500.00 
729,655.57 


- $267,929, 126.46 
7,647.15 
110,000.00 
6,146.05 

_$230,972,570.66 


$36,956,555.80 


| 
| 
| 
| 
| 
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iners on 5275 banks were carefully 
analyzed to determine whether instruc- 
tions had been followed, and the follow- 
ing interesting figures were revealed: 
The total amount of loans was $7,740,- 
596,000; 2.88 per cent. of these loans 
were placed in the loss column, 4.19 
per cent. in the doubtful column, and 
27.05 per cent. in the slow column. 
The question of slow paper has prob- 
ably been discussed more than any of 
the other classifications. The bankers 
have been advised of the definition of 
slow paper and the attitude of this office 
toward loans in the slow column as 
follows: “The items placed in the slow 
column are merely ‘flagged.’ In other 
words, the atttention of the bank of- 
ficials is called to these items with the 
suggestion that they be watched. No 
suggestion is conveyed or implied that 
the borrower should be requested to 
pay the same. They are therefore con- 
sidered slow loans. This is our inter- 
pretation unless the examiner in his 
report makes specific criticism of par- 
ticular items in the slow column.” 
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It is apparent, therefore, that the 
program of national bank rehabilitation 
has been a pronounced success. We 
have traveled far from that period of 
unreasoning fear and distrust of the 
future which characterized the months 
prior to the banking holidays of 1933. 
Depositors have regained their confi 
dence in the nation’s banks and in the 
future, and have returned their funds 
to the banks with enthusiasm. Deposits 
have increased at a rapid rate and the 
average figure for deposits in all na- 
tional banks is now higher than at any 
other period in the history of the 
country, while the position of the banks 
with respect to possible credit expansion 
has never been so powerful. 

The condition of the nation’s bank- 
ing system, including state and national 
banks, which was once a definite menace 
to recovery, is now just as definitely 
a potentially powerful factor for re 
covery. In this phenomenal record, in 
dustry should find an inspiration to move 
on to achievements far greater than those 
of the heydays of the past decade. 





New York, Philadelphia and Boston 
Banks 


Large Increase in Deposits — Change in Character of 
Earning Assets 


By F. L. Garcia 
Statistician, Hoit, Rose & Troster 


HE banking situation at New 
Tex City continues to be char- 

acterized by a mountainous volume 
of available funds, but as yet no net 
expansion in earning assets, other than 
Government securities. As a result, 
excess reserves have risen, average rate 
of return on earning assets has declined, 
and the proportion of deposits main- 
tained in cash and Government securi- 
ties is now the highest in the history 
of various institutions. 

This situation would be acute from 
an earnings standpoint were it not for 
the fact that the great bulk of avail- 
able funds is wholly interest-free, en- 
abling funds actually invested to enjoy 
a small but effective spread. Continued 
reduction in operating expenses, while 
not as drastic as in previous years, has 
also helped to keep cost of available 
funds at very low levels. In addition, 
the diversified sources of earnings en- 
joyed by the large institutions have 
enabled earnings to make a_ better 
showing than the money market situa- 
tion would seem to indicate. Then, 
too, some banks took advantage of the 
rise in bond prices to realize substan- 
tial profits on sale of securities. Finally, 
for the first year since the deflation be- 
gan, net recoveries from charge-offs 
have been the rule rather than the ex- 
ception. 

The record rise in deposits, un- 
doubtedly the feature of the year’s op- 
erations, implies vast potentialities for 
bank credit expansion “when, as and 
if” conditions permit. The rise in de- 
posits was particularly sharp during the 
first half of the year, chiefly as the re- 


sult of heavy gold importations and 
large-scale Government financing oper- 
ations. During the period December 
27, 1933-July 3, 1934, combined de- 
mand, time and Government deposits 
of New York City member banks in- 
creased $1,203,000,000, or 19 per cent. 
Of this huge increase, $856,000,000, or 
71 per cent., was shown by private de- 
posits, wholly in demand deposits, which 
increased $858,000,000, or 16.3 per 
cent., compared with $2,000,000 or 0.3 
per cent. decline in time deposits. Gov- 
ernment deposits contributed $347,000,- 
000, or 29 per cent., of the increase. 

The last half of the year witnessed 
a much smaller rise in deposits, but it 
was sufficient to send the totals of 
various institutions to the highest levels 
in their history. In the period July 3, 
1934-January 2, 1935, combined de- 
mand, time and Government deposits of 
New York City member banks in- 
creased $375,000,000, or 5 per cent. 
This increase was almost wholly in pri- 
vate demand deposits, which increased 
$459,000,000, or 7.5 per cent., as com- 
pared with decline of $86,000,000, or 
12.4 per cent., in time deposits and in- 
crease of $2,000,000, or 0.3 per cent., 
in Government deposits. 

Gold imports played a minor réle in 
the increase in deposits during the last 
half. Although the effects of Govern- 
ment spending continued to result in 
high volume of private demand de- 
posits, the feature of the last half was 
the increase in the item, “net due to 
banks,” which measures the flow of 
out-of-town bank funds to New York 
City. Despite the elimination of in- 
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TABLE I 
NEW YORK CITY MEMBER BANKS 


EARNING ASSETS IN PROPORTION TO DEPOSITS 


Loans on 
Securities 
Per cent. 


23.2 


Py e+ 
Zi. 


2a: 
29.2 


All Other Government Other 
Loans Securities Securities 
Per cent. Per cent. Per cent, 
19.6(b) 42.7(c) 12.2(c) 
20.3 38.8 14.6 


| 35.6 17.6 
9 37.7 16.6 


16.1 
5 


14.7 12.5 


*Selected to show effect of year-end transactions. 

(a) Comprised as follows: 7.6 per cent. to brokers and dealers in New York City; 0.7 
per cent. to brokers and dealers outside New York City; 10.1 per cent. to others. 

(b) Comprised as follows: 2.9 per cent. acceptances and commercial paper; 1.6 per cent. 


loans on real estate; 15.1 per cent. other loans. 


(c) Includes 3.5 per cent. obligations fully guaranteed by U. S. Government, formerly 


included in Other Securities. 





terest on demand deposits, “net due to 
banks” increased $206,000,000 during 
the last half, or 55 per cent. of the 
total increase in deposits, both private 
and Government, during the half. 
Previously, during the first half, “net 
due to banks” had increased $457,000,- 
000, or 38 per cent. of the total increase 
in deposits. 

As the result of these increases, the 
year 1934 closed with a net gain of 
$1,578,000,000, or 24.9 per cent., in 
deposit volume, an increase believed to 
be the highest on record for a year’s 
time. Private demand deposits showed 
the largest aggregate rise—$1,317,000,- 
000, or 25.1 per cent., of which $663,- 
000,000, or 50.3 per cent., was in net 
balances due to banks. Time deposits 
showed a total decline of $88,000,000, 
or 12.7 per cent., for the year. Govern- 
ment deposits registered the highest 
percentage increase—90.4 per cent.—in 
rising $349,000,000 for the year. 

The large New York City institutions 


showed the following increases i 
deposits for the year: 


(Ranked according to size of deposits) 
Per cent. 

eg | a ie ee ere rane» 25.3 
pe ee ee Baek 24.8 
MPMI RIES 3 5.56 ode ac5-m ors elwere 23.5 
Bankers Trust 
Central Hanover Bank & Trust ..... 
Bank of the Manhattan Co. ........ 
Manufacturers Trust 
Irving Trust 
Chemical Bank & Trust 
First National 
New York Trust 
Corn Exchange Bank Trust 
Bank of New York & Trust ; 
Public National Bank & Trust ..... 30. 
Brooklyn Trust 6.3 
Commercial National Bank & Trust 29. 
U. S. Trust 


Such is the statistical picture pre 
sented by the rise in deposits of New 
York City banks. The more significant 
picture, of course, is the investment of 
these available funds. Table I sum 
marizes the fluctuation in earning assets 


en ee ei en ee eee ee ae ee oe 
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TABLE II 


EARNING 


Cash 


Per cent. 


> 
_ 


wasn: 


Chase National 
National City 
Guaranty Trust 
Bankers Trust 
Central Hanover 
Manhattan Co. 
Manufacturers 

Irving Trust 
Chemical 

First National 

New York Trust 
Corn Exchange 

Bk. of New York & Trust 
Public National 
Brooklyn Trust 
Commercial National 
U. S. Trust 


maonron~atnsn 


wu Ww 


ww wwnd wu 


ae currency circulation. 


of New York City 


member banks in 


proportion to deposits. 
Leading New York City institutions 
showed investment of deposits at the 


close of 1934 as shown in Table II. 
Holdings of Government securities 
of most of the above institutions are 
largely maturities of five years or less, 
but it is of particular interest to note 
that both the First National Bank and 
Manufacturers Trust Co. have over 
60 per cent. of their Government securi- 
ties in the long-term maturities. 
Although the demand for both se- 
curity and commercial loans among the 
Wall Street group of institutions aver- 
aged lower for the year, some of the 
institutions serving neighborhood areas 
through branches reported a good de- 
mand for small commercial loans, 
chiefly from small merchants, manufac- 
turers and shopkeepers. Thus, during 
1934, the average of small commercial 
loans extended by the branches of the 
Manufacturers Trust Co. increased 39 
per cent. Public National Bank & 
Trust Co.'s loans, exclusive of call 
loans, increased $1,633,000 during the 
last half of the year, or 6.4 per cent. 
Nevertheless, loans as an earning 
asset have on the average become sec- 
ondary to securities. The tables shown 


Government 
Securities 


ASSETS IN PrRopoRTION TO DEPOsiITs 


Other 
Securities 
Per cent. 
29.4 13.5 
30.9 10.7 
38.4 7.6 
49.5 
48.1 
21.6 
41.4 
40.5 
22.6 
*42.4 
33.9 
48.5 
32. 


Loans and 

Discounts 

Per cent. 
38.3 
34.6 
46.2 
26.8 
21.9 
33:7 
35.0 
34.3 
46.9 
13.9 
33.6 
24.0 
22.9 
35.1 
47.2 
49.7 
66.6 


Per cent. 


_ 
rhe Am 


ene 
oS 


NM PrP 


a0. 


WO Dicom PpAWDA OH WwW 


PNG? Eh Ae 


Nr 


poignantly indicate the transformation 
of many of our leading institutions 
largely into “investment trusts,” due to 
the low volume of loans. However, 
rather than risk the safety of funds in 
unsound investment, the “money mar- 
ket” banks in New York City have 
properly followed a policy of liquidity, 
in keeping with the demand liabilities 
that constitute the bulk of deposits. 
Out-of-town bank balances particularly 
might be subject to quick recall in the 
event that investing opportunities at 
home increased. In the meantime, the 
very low cost of deposits is a ‘factor 
which aids New York City banks in 
maintaining this policy of conservation 
of principal. 


PHILADELPHIA BANKS 
Eleven leading Philadelphia banks 


enjoyed during 1934 an average in- 
crease in gross deposits of $201,266,000, 
or 22.1 per cent. The largest gain was 
registered by the Philadelphia National 
Bank, the largest institution of Phila- 
delphia, which showed an increase in 
deposits of $88,008,000, or 34.6 per 
cent. for the year. Other notable in- 
creases in gross deposits were registered 
by the Provident Trust Co. and the 
Fidelity-Philadelphia Trust Co. 
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TABLE IV 
PHILADELPHIA BANKS 
(Ranked according to size of deposits) 
Earning Assets to Deposits 








Government Other Loans and 

Cash Securities Securities Discounts 

Per cent. Per cent. Per cent. Per cent. 
Philadelphia National ...... *39.8 *26.3 18.7 25.5 
RS Mie OE oho ad oiei0 0-4 5c: 27.0 20.6 14.9 41.4 
RIE (3) oo sig, 6 wc onera oh 26.6 46.0 23.5 16.5 
Oe 73.3 26.1 30.2 33.2 
OS, ae a ee *30.2 *18.8 16.3 47.9 
(oO a ara 46.6 16.2 19.6 27.3 
Central-Penn. National ..... 32.7 18.3 16.0 54.0 
Prowa@ent Trust. .50506.605 24.3 32.5 41.1 29.8 
Tradesmens National ....... *34.3 *23.9 15.4 44.9 
ae on ee 23.6 73 16.9 (a)33.5 
R. E. Land Title & Trust 14.1 $37.3 48.5 70.8 
Fe ORE Oe eer ee 29.7 24.7 23.7 38.6 


*Less currency circulation. tIncludes municipal bonds. (a)Excludes loans on mortgages. 





TABLE III Table III summarizes the fluctuation 
Philadelphia Banks in gross deposits in 1934 of a group 


(Ranked according to size of deposits) of eleven Philadelphia institutions. 
Gains in Gross Deposits for 1934 


(000 omitted) Liquidity of these institutions at the 
Increase Percent, Close of 1934 was excellent. Cash and 
Ri ei a 2 ee 8 $88,008 34.6 Government securities alone averaged 
Penna. Co. etc. ........ 19,487 10.4 54.4 per cent. of deposits. The dearth 
Girard Trust .......... 20,985 = 24.3 of sound commercial loans resulted in 
Conn Ex, Nat. 20.200, 10338 146 a2 average decline in loans during the 
Ge oO a ee 13,763 20.7 year, commercial paper being the only 
Central-Penn. Nat. ..... 6,977 16.3 loans and discounts item to show any 
Provident Trust ........ 10,046 30.9 noticeable increase in individual in 
Tradesmens REE tae Fe 6,844 23.4 stances. 
3 ee *3,004 *7.9 i 
R. E. Land Title @ Tr. 4,809 18.4 Earning assets of the eleven in 





stitutions as of December 31, 1934, com 





— alee aia sl ra wea pared with gross deposits are shown in 
*Decline. Table IV. 
TABLE VI 


Boston Banxs 
(Ranked according to size of deposits) 
Earning Assets to Deposits 








Government Other Loans and 

Cash Securities Securities Discounts 

Per cent. Per cent. Per cent. Per cent. 
iene eae eee 34.6 ‘ 23.4 *3.4 *45.3 
National Shawmut ........ 34.3 29.4 *4.2 *4'7.1 
Merchants National ........ 34.2 28.5 20.6 25.6 
tState Street Trust ........ 29.6 18.0 18.6 43.3 
Second National .......... 43.4 10.5 *10.8 #453 
National Rockland ........ 44.3 297 *5 3 *40.3 
eee ae 36.7 22:1 *10.5 *41.2 


*Portion of other securities included in loans and discounts. 
tRatios exclude savings deposits. 
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‘Now ready... 


EIGHTH REVISED EDITION 


The Practical Work of a Bank 


By WILLIAM H. KNIFFIN 


A detailed description of every 
operation of the modern bank. 


Price $5.00 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET, CAMBRIDGE, Mass. 








BOSTON BANKS 


The increase in gross deposits during 
1934 among Boston banks was mod- 
erate, albeit uniform among the leading 
institutions. A group of six leading 
institutions showed a gain in deposits 
of $90,518,000, or 10.2 per cent., for 
the year. Although First National 
Bank, the largest institution in New 
England, reported the largest aggre- 
gate increase in deposits with a gain 
of $40,563,000, or 7.6 per cent., the 
largest gains on a percentage basis were 
shown by the smaller institutions, such 
as the State Street Trust Co., Second 


National Bank and Merchants National 
Bank. 


Fluctuation in gross deposits during 
1934 of the group of six Boston institu- 
tions is shown in Table V. 


TABLE V 
Boston Banks 
(Ranked according to size of deposits) 
Gains in Gross Deposits for 1934 
(000 omitted) 
Increase Per cent. 
Fiset, Natidtial ..4.5.06:0<. $40,563 7.6 
Mat.. Smet: 66.36 scan 18,976 12.5 
Merchants Nat. ........ 8,484 13.0 
State -ot. Trust 26s esc 11,362 19.9 





COIN INOE 5. 6b oeae Site's 9,793 16.9 
Nat. Rockland ...)..0.. 1,340 5.7 
WMI cigar a aitess' be yotoralitions $90,518 10.2 





*Includes savings deposits. 


High liquidity feature’ the financial 
condition of Boston institutions at the 
close of 1934. Cash and Government 
securities alone of a group of six insti- 
tutions totaled an avérage of 58.8 per 
cent. of deposits. Table VI summarizes 
the ratios of earning assets to deposits. 


Comparative statistics of clearing-house banks in various cities will 
be found on the following pages. 
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The Obstacles to Recovery 


From the New England Letter of the First National Bank of Boston 


S we come to the close of the fifth year of depression, 

A it may be pertinent to take stock of the progress we 

have made and to appraise the policies and plans 

that are being followed and proposed to bring about 

recovery. 

In the analysis of economic problems during such ab- 

normal periods as the present it is clarifying to begin with 
basic principles. 


PRIMARY FUNCTION OF OUR ECONOMIC SYSTEM 


The primary function of our economic system is to pro- 
vide for the material needs of our people through the ex- 
change of goods and services by means of a price system. 
The aggregate amount of goods produced and distributed 
represents the real national income. The share that each 
receives by and large is determined by one’s economic con- 
tribution. The very maintenance and advancement of the 
capitalistic system is dependent upon a broad distribution 
of income in order that the output may be absorbed. Evi- 
dence shows that this has been done. During the three 
decades from 1899 to 1929 the output per wage earner 
nearly doubled, working hours were reduced by 20 per cent., 
while wage rates increased by 225 per cent. This un- 
paralleled progress is a tribute to the courage, vision and 
intelligence of private enterprise in the application of 
science and invention to the resources of this country. 

The economic system proceeds on a fairly even keel 
from year to year until the balance is upset by some 
unusual event such as crop failure, war, or overexpansion 
due to speculative activity. Great wars have been the 
greatest disrupting force, throwing the mechanism out of 
gear through sharp increases in prices because of a tem- 
porary huge vacuum to be filled, while the colossal economic 
waste of war has exerted a terrific pressure upon the credit 
of the governments as well as upon national currencies. 
Then follows the aftermath when debts have to be liquidated 
and adjustments made to a more normal basis. The strain 
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and hardships that accompany post-war deflation invite 
proposals for easy and quick relief, which on the surface 
appear plausible but when put to the acid test are found to 
be unsound and aggravate instead of correct or alleviate 
the economic ills. This experience has been repeated over 
and over again in this and other countries of the world but 
no permanent progress is made until measures are adopted 
that harmonize with sound economic principles. 

During other periods of prolonged depression in this 
country, adjustments have been made with little or no 
intervention on the part of the Federal Government. Relief 
was provided by private and local sources. In this depres- 
sion, however, the Federal Government has become the hub 
of activities pertaining to the recovery program. ‘The 
burden of relief has been gradually shifted to the Federal 
Government until it now carries about 75 per cent. of the 
load. Federal resources are being used to support states 
and municipalities and weak enterprises are being held up 
at the expense of the strong. Not only are tremendous 
efforts being made to stimulate business activity through 
the use of Federal funds but serious attempts are being 
made to reform the economic system itself. While abuses 
should be corrected, far-reaching reforms can not be made 
effective overnight without disastrous consequences. 

It has been pointed out that there are two factors, con- 
centration of population in the cities and growing rigidity 
of the economic system, that make our recovery from this 
depression more difficult than in earlier periods. These 
features are not peculiar to the United States but are even 
more characteristic of the much older countries in Europe. 
Nevertheless, we find that recovery abroad has in general 
been more rapid than in this country as is shown by the 
following tabulation: 

Per Cent. Recovery of Industrial 
Production from Low Point to 
Country August, 1934 
Canada 63.8 
Sweden : 51.2 
Germany . .. 49.4 
Belgium 37.8 
Poland oe .. 88.8 
Great Britain : ; 26.4 
United States ... 25.8 
France 5.5 
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According to these figures compiled by the League of 
Nations, progress toward recovery in the United States 
has been at a much slower pace than in most of the other 
countries despite the fact that the increase in the amount of 
our national debt since 1930 is approximately twice as much 
as all of the above countries combined, while the number of 
unemployed in this country is as great as the aggregate for 
the principal commercial countries of the world. Is it not 
time to pause and reflect upon the efficacy of the huge 
governmental spending program in view of these striking 
figures ¢ 

A combination of factors undoubtedly accounts for the 
better showing of the foreign countries but with virtuaily 
no exception they have either balanced their budgets or are 
making determined efforts to do so, and in none of them 
does the business community suffer from threatened govern- 
mental intervention in private enterprise. 


LACK OF CONFIDENCE AND HIGH COSTS OUTSTANDING 
OBSTACLES TO RECOVERY 


The two outstanding obstacles to recovery in this coun- 
try are artificially high costs and lack of confidence in the 
future. In other periods of prolonged depression, defla- 
tionary forces eventually ran their course and the accumu- 
lated shortages provided a stimulus for the upturn in indus- 
trial activity. ‘This was subsequently accompanied by in- 
creased employment, higher prices, greater profits and an 
advance in wages, and in this sequence a strong upward 
movement was generated which spread to all lines of activ- 
ity. Under the planned recovery program, hours have been 
reduced, wages and raw materials increased under the NRA 
codes, and the resultant higher costs have outstripped pur- 
chasing power with a consequence that demand has slack- 
ened and unemployment continues at a high level. Up to 
recently, emphasis has been placed by business interests as 
well as by the officials in Washington upon the need for 
much higher prices. Our economic difficulties are not due 
to the low level of prices but rather to the disparity among 
various groups. As a matter of fact, one of the most 
prosperous periods in our history occurred during the ’80’s, 
when industrial production was well above normal for prac- 
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tically all but two years of the decade, while commodity 
prices were approximately 20 per cent. below the present 
level. The greatest progress in this country has been made 
in those industries that have been able consistently to reduce 
their costs so that their products could be absorbed by the 
great masses of people. On the other hand, the building 
industry has lagged the farthest behind, largely because 
construction costs are so sharply out of line. 


OTHER DISTRIBUTING INFLUENCES 


The other factor retarding business recovery is the fear 
engendered by proposed economic and financial policies, 
including multitudinous plans, many fantastic, that involve 
expenditures of billions of dollars, which would exceed the 
capacity of the country for generations to come and tend 
to jeopardize the Federal credit. The measures which are 
so disturbing include manipulation of the currency, whole- 
sale redistribution of wealth, pension and insurance schemes, 
soldiers’ bonus, thirty hour law, non-interest bearing bonds, 
issuance of greenbacks and silver legislation. Confused and 
uncertain, business has not the courage to make commit- 
ments on a large scale. This is reflected by the lack of 
demand for funds to finance business transactions and new 
projects. 


UNWARRANTED CRITICISM OF THE BANKS 


Much criticism has been directed at the banks for their 
conservative lending policies. The fact is, however, that 
the banks are more willing to lend than is business to 
borrow. According to a recent survey made by the Asso- 
ciation of the Reserve City Bankers, covering institutions 
aggregating 35 per cent. of the banking resources of the 
country, it was found that these institutions have placed 
at the disposal of borrowers lines of credit amounting to 
$6,155,000,000, but only $1,950,000,000 were used, leaving 
$4,205,000,000 unused. On the basis of these figures, it is 
estimated that the banks of the entire country have around 
$8,000,000,000 to $10,000,000,000 lines of unused credit 
that have been placed at the disposal of business. So it 
would appear that the low volume of commercial loans 
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reflects the hesitancy of business rather than reluctance on 
the part of the banks. Not only is there a small demand for 
commercial loans but the capital market is also stagnant as 
is shown by the fact that the total new corporate securities 
issued for this year has been less than 10 per cent. of what 
it was in 1929. 


PROPOSALS FOR VAST PUBLIC EXPENDITURES 


In order to overcome the hesitancy of business, it is now 
proposed in some quarters that the Government step into 
the breach and prime the business pump by the spending 
of colossal amounts upon public works. Such a program 
would occasion further business retreat and the Federal 
Government could only siphon funds from banks and 
investors to be redistributed through its spending channels. 
Carried to its logical conclusion, such a course would defi- 
nitely retard sound business recovery, seriously impair the 
Federal credit and, if unchecked, inevitably pave the way 
for uncontrolled inflation. 


REAFFIRMATION OF TRIED ECONOMIC PRINCIPLES 


There is no royal road to recovery and any departure 
from the tried and proved economic principles which have 
been the guides through the past one hundred and fifty 
years of our history, invites disastrous consequences. We 
should, while there is still time, reaffirm those economic 
policies thereby insuring confidence in our currency and 
Federal credit. Reaffirmation of these policies has always 
marked the real turning point of every other prolonged 
depression period in this country. 


UNCERTAINTY BEING DISPELLED 


There are now definite and hopeful indications that busi- 
ness interests and the Administration are seeking to unite 
their forces on a common front to dispel uncertainty and 
hesitation and thus release the tremendous natural recupera- 
tive forces that can provide the basis for a strong upturn 
in business. 





Bank Examinations by Ac- 
countants 


By Freperick H. HurpMAN 
First Vice-president of the New York State Society of Certified Public 
Accountants 


ough audit is actually greater than the obligation which 

rests upon industry. Bankers are probably about the 
only class who boast about the amount of money they owe. 
I refer to deposit liability. An industrial cor poration, with 
a comparable debt, would probably be obliged to have its 
accounts authenticated by some reputable firm of account- 
ants. 

It is not sufficient for the banker to rely solely on the 
examinations conducted by some governmental agency. 
Without question, events of the last few years have had a 
decided effect in impressing upon directors of commercial 
banks and trust companies, and upon the trustees of savings 
banks, a keener and fuller appreciation of their duties and 
responsibilities. To directors and trustees who are con- 
scientious in the discharge of their duties this responsibility 
has been the cause of much concern and serious thinking. 
I know that there are banks which today are faced with a 
difficult problem in securing responsible business men who 
are willing to serve on their boards. 

This situation constitutes a challenge which calls for 
thought. It strikes at the very foundation of our banking 
structure—confidence on the part of depositors—the public. 

If a banking institution publicly avowed that its business 
was to be wholly administered by executive officers it would 
not long retain the confidence of depositors or stockholders. 
The wisdom of delegating the management of a bank to a 
board of experienced business men of sound judgment, who 
recognize their responsibilities, cannot be question. The 
success or failure of a bank depends very largely upon the 
extent to which its directors or trustees exercise good judg- 
ment in the administration of its affairs and vigilance in 
the supervision of its activities. 


. is obvious that the obligation of the bank for a thor- 


From a recent address. 
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Recent trends toward government control of banking 
cannot minimize this. Indeed, the prospect of political 
interference only emphasizes the need for strong and wise 
directorates to forestall unsound banking. If politicians 
are given any voice in these matters it must be anticipated 
that they will seek to avoid all responsibility and lay the 
blame for mistakes on the directorate. 


INFORMATION FOR DIRECTORS AND TRUSTEES 


In view of these things, let us consider what steps may 
be taken to reassure bank directors and trustees who now 
hold office and those who may be invited to serve on the 
boards of financial institutions. I believe that these men 
must know that in the future they will be furnished with 
complete information as to the bank’s affairs. Only by this 
means can they exercise intelligent supervision and acquit 
themselves of their responsibilities in a satisfactory manner. 

For obvious reasons it will be necessary to continue the 
periodic examinations which are now conducted by govern- 
mental bodies. We cannot hope to dispense with these 
examinations if Federal and state authorities are to exercise 
the control over these banks which is required by law. 
I believe that lack of a clear understanding of the purpose 
and scope of these examinations has led trustees to rely upon 
them for a degree of protection which they were not in- 
tended to afford. The primary purpose of the Federal or 
state examinations has been to show that an institution was 
or was not solvent, to call to the attention of the directors 
or trustees unsound loans or investments and to see that 
provisions of the law with respect to the operation of these 
banks had not been violated. 

These examinations were not intended to assist or direct 
the board in the performance of its regular duties, although 
they did criticize certain actions and point out what par- 
ticular sections of the law, if any, had been violated. 

The law in New York State requires that these exam- 
inations be supplemented by independent examinations at 
specified intervals by a committee representing the board, 
with or without the assistance of qualified accountants. 
While the national banking act does not specifically require 
such examinations, the by-laws usually contain such pro- 
vision. 
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The government examiner is not subject to the direction 
of nor does he take instructions from the board, so unless 
the directors, through their own representative, arrange 
for an examination which will produce a report directed 
to them covering all of the phases of the bank’s operation 
on which they should be informed, they may never be in 
possession of sufficient data to enable them intelligently to 
formulate policies or direct the affairs of the institution 
for which they are responsible. It is not sufficient that infor- 
mation be supplied by the officers of the bank. Self-interest 
may deter those officers from making a full disclosure. 


THE VALUE OF GOVERNMENT EXAMINATIONS 


In recent years, because of the publicity given to bank 
failures and weaknesses disclosed in our banking system, 
there has been much criticism leveled at the type of bank 
examination made by governmental agencies. In some in- 
stances this criticism may have been justified. However, it 
has been our general observation that these examinations, 
within their scope, were well conducted and provided a 
valuable contribution toward the information necessary for 
the proper conduct of banks. They also served, in most 
instances, as a salutary brake on practices which, if con- 
tinued, would have been damaging. But, because these 
examinations were conducted by a governmental bureau, 
the tendency was generally to assume if a condition or 
practice was not criticized by an examiner that it was 
entirely proper to perpetuate that condition or practice. 
By reason of his attitude, the directors, in many cases, were 
lulled into a state of apathy. 

A growing number of directors are reaching the con- 
clusion that it is a mistake to lean too heavily on govern- 
mental examinations and recognize the increasing im- 
portance of the examination required from the board’s 
committee. The fact that the time of these directors is 
limited and that they are not by training capable of making 
a thorough examination has led many to seek other agencies 
to perform this duty. This attitude has been strengthened, 
in many instances, by a realization on the part of directors 
that in the past transactions have been approved by them 
without the slightest personal knowledge as to such trans- 
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actions and by a deepening sense of the very definite finan- 
cial liability thereby incurred. 

The obligation of the directors to see that the examina- 
tion by its committee is not a perfunctory one is empha- 
sized in a pamphlet issued by the Comptroller of the Cur- 
rency. In this pamphlet, which is written for the informa- 
tion of directors of national banks and is largely devoted to 
a comprehensive plan for the conduct of examinations, the 
Comptroller says: 


An examination twice a year by a committee of directors, or by 
accountants at the instance of the board, who will give sufficient time 
to the work to make it thorough and complete, cannot fail to be of 
great benefit to all concerned, and this the directors owe to the share- 
holders who have placed them in positions of trust. 


I should like to add to this statement of the Comptroller 
that the directors owe it also to depositors and to themselves. 
If the accountant is to realize the possibilities of the 
situation he must first overcome the same tendency on the 
part of bank officers and directors as has been noted in 
industrial corporations, to engage accountants to assist 


them in their examinations and then to unduly limit the 
scope of the work to be done. Such restrictions greatly 
lessen the value to be derived from an examination. 


ACCOUNTANTS SHOULD BE DULY QUALIFIED 


At this point let me state that the progress of the pro- 
fession in the banking field will be slow unless those who 
undertake the work equip themselves properly for their task. 
To the accountant who will not take the time necessary to 
understand the workings of each department of the bank 
my advice is to pass up this class of work until you have 
acquired that knowledge. It is not only necessary that the 
accountant shall possess specific knowledge and experience 
in the banking field, but it is extremely important that he 
should have a competent and adequate staff of assistants. 

The start of the accountant’s examination is of the utmost 
importance. At that moment he must obtain control of all 
of the assets of the bank in order to prevent substitutions. 
Adequate explanation should be obtained for all cash items 
found in the cash account and the final disposition of these 
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items be ascertained by the examiner. In a recent exam- 
ination, upon discovering that no overdrafts existed, it was 
found that the cash contained depositors’ checks which, if 
they had been charged to the respective accounts, would 
have resulted in overdrafts which, under the law, must be 
reported to the directors. Balances on deposit with other 
banks must be verified in the same way as a similar item 
in an industrial audit. In this connection returned items to 
be charged back to depositors’ account should be scrutinized. 
An investigation of such items in a comparatively recent 
examination disclosed a “kiting” operation which, if it had 
continued, would have had a serious effect on the solvency 
of the bank. ‘The illegal procedure in question had been 
permitted by an officer without the knowledge of the presi- 
dent or the directors. It is good practice to secure inde- 
pendent confirmation of items out of the bank’s possession. 
Receipts which may have been good at one time may not at 
the date of an examination furnish satisfactory evidence as 
to the location of securities. In the examination of col- 
lateral to loans, securities, bonds and mortgages and real 
estate it should be seen that title vests in the bank or that 
suitable instruments are in possession by means of which 
title may be transferred. 

The Comptroller of the Currency has outlined a very 
complete plan for the verification of loans and discounts. 
It is usually the item of loans and discounts which creates 
trouble for banks. For this reason, thoroughness in the 
verification and valuation of loans is an essential part of 
any real examination. A considerable study and analysis 
is required to portray the facts adequately. It involves a 
study of credit files, for which the accountant is eminently 
qualified by experience, a survey of the history of the loans, 
as indicated by the liability records, and the securing of 
reliable data with respect to securities held as collateral, 
which are not readily marketable. Maintenance of accurate 
records showing the liability of borrowers, direct and in- 
direct, is highly important. Without such a record unneces- 
sary difficulty will be experienced in studying loans and 
officers and directors cannot properly pass judgment on 
those submitted for their approval nor ascertain whether or 
not legal limitations have been exceeded. 

In my opinion it would be rare indeed to find a com- 
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mittee of directors who could make an adequate examina- 
tion of loans and discounts in a bank of any size. The 
assembling of facts with respect to the loan account can be 
unquestionably most efficiently and effectively accomplished 
by competent accountants. A comprehensive presentation 
of these facts to the board is necessary to enable them to 
exercise their judgment on matters which it is essentially 
their function to review. 

The method of internal control should be carefully 
studied. Adequate control will go a long way toward pre- 
venting manipulation of depositors’ accounts, one of the 
most difficult items on the balance sheet for the auditor to 
verify satisfactorily. 

In a case which was brought to my attention, cashier’s 
checks had been drawn to the order of the bank for the 
amount of profits realized on the sale of securities during 
one reporting period for the express purpose of deferring 
income to a later date, which income was then to be used 
as an offset to losses which the officer did not intend to 
report to the board. By a similar use of cashier’s checks 
or certificates of deposit it would be possible for a bank to 
conceal borrowings from its board and the public. 

In connection with the preparation of a statement of 
earnings, care should be used to see that the statement 
actually portrays the result of operations. It is possible 
by an erroneous method of accruals and by the misuse of 
reserves for a bank to present a distorted picture of the 
operating results for the period under consideration. 


EXAMINATION OF VARIOUS DEPARTMENTS 


I have not mentioned the examination required for the 
foreign, bond or trust departments of a bank. In many 
vases the trust department is as large or larger, from the 
standpoint of assets involved, than the bank itself. Many 
directors have found it advisable to institute special exam- 
inations of these departments. The work of the trust 
department includes definite responsibilities and presents 
many technical problems in bookkeeping and _ procedure. 
The arguments which have been advanced in favor of a 
corporate trustee as against an individual trustee have been 
the continuity of its corporate existence, the broader scope 
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of its experience and the facilities at its disposal. These 
arguments have not always been justified. Many instances 
have come to light in which subordinates have been en- 
trusted with the interpretation of instruments and making 
decisions which should have been done by higher officers. 
The conscientious director should see that the methods 
employed are such as will best protect the trust placed in 
his institution and will install means to insure handling these 
trust responsibilities in the best way possible. The account- 
ant surely by his experience is capable of making this study, 
of calling to the attention of the directors conditions which 
should be changed and of recommending the course to be 
adopted. 


ADVANTAGES OF PROPER EXAMINATIONS 


I am confident that a greater use by banks of the services 
of certified public accountants would result in benefits to 
the banks in a more intelligent portrayal of conditions to the 
end that directors would be able to direct intelligently and 
to the end that greater confidence may be developed by 
the public in the conduct of our banks. It is also evident 
to me that closer relations between the banker and account- 
ant would give to the banks advantages other than those 
gained from intelligent reports on financial condition. Some 
of these advantages might be: 


1. The discovery of weakness in method of internal control. 

2. Assistance in organizing and devising plans for continuous 
internal audit. 

3. Advice in devising and installing up-to-date systems where 
needed and introduction of labor saving devices. 

4. Installation of improved types of reports to be prepared by 
department heads for guidance of officers. 

5. Introduction of more informative reports for directors. 
6. Development of cost systems. 
7. Study of tax problems. 
8. Intelligent investigation of trust department problems. 


9. Competent and intelligent presentation of facts in connection 
with complicated loan situations. 


The directors should properly appraise the examinations 
being conducted by governmental agencies and insist that 
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those examinations be supplemented by investigations con- 
ducted by agencies of their own choosing who will report 
directly to them and be available for consultation and advice 
at all times. 

The practice of conducting perfunctory examinations 
should be discouraged both by accountants and directors. 


THE “BAD OLD DAYS” OF RUGGED INDIVIDUALISM 
In the bad old days of rugged individualism our arithmetic was 
much simpler than it has since become. Then it was possible to 
show how much had been taken in and how much was due and 
collectible; to set over against these items how much had been 
paid out and how much was due and payable. The difference, 
if any, represented surplus or deficit. Anybody could understand 
it; no necromancy was desired—none would have been welcomed 
to make red ink look like black. 

But we have come to a new time. We fear that fear may 
so undermine the moral stamina of the American people that it 
will no longer stand firm under unpleasant news. We seek to 
exorcise that dread spector by euphemistic incantations. We 
repudiate an obligation to redeem gold bonds with gold dollars 
and call the transaction an exercise of sovereign power for the 
common good. We confiscate almost half the value of the gold 
dollar and describe the fruits of confiscation as profit to the 
Treasury. We cheapen the purchasing power of our money 
and call the result an increase in the price of commodities. We 
pay bounties and bonuses to farmers for what they do not raise 
on their farms. We condemn stabilization in the cotton market 
and lend to cotton growers almost the full value of their cotton 
on hand. We speak of a day soon to arrive when we shall 
balance the nation’s ordinary budget while we are increasing the 
public debt by enormous new expenditures to be charged against 
an extraordinary budget.—The Sun, New York. 





Pay Your Debts 


By RicHarp W. HI. 


National Secretary, American Institute of Banking 


live to be as old as Methuselah. You never can settle 

your account with all the people to whom you are 
obligated. You never have met, never can meet, most of 
your creditors. Some of them are alive today; many of 
them died hundreds of years ago. But you enjoy the fruits 
of their thought and labor; through their hard won achieve- 
ments your life has been made more comfortable, more 
amusing, and more enlightened. 

For example, one of your myriad creditors was born 
over 500 years ago—Johann Gutenberg, the inventor of 
movable type. You never can repay him or the many who 
toiled along the road he opened. Because of his genius and 
the genius of those men who evolved the incredible, mam- 
moth printing presses of today, you are enabled to read 
these words, and thousands of others, in simple, legible 
form—you find easy access to your daily newspaper, to 
your magazine, and to your textbook. 

When you come home in the evening and sit back com- 
fortably with your newspaper or book, the light by which 
you read is undoubtedly the one conceived by the brain of 
Thomas A. Edison many years ago. You never can repay 
him for that convenience; nor can you repay him for the 
pleasure he has made possible for you in listening or danc- 
ing to your victrola records or watching a motion picture 
drama or comedy. 

You never can repay Guglielmo Marconi, inventor of 
wireless telegraphy; nor can you repay the endless line of 
researchers and experimenters who labored in his wake to 
perfect the SOS system that has saved countless lives at 
sea, and to perfect the radio, so placidly taken for granted 
in your home. 

Every time you take a journey by train—as a plodding 
commuter on the 5:45 or as a passenger de luxe in a high- 
powered streamline flier—you increase your debt to James 
Watt, the Scotchman who invented the steam engine and 
thereby set rolling the wheels of all future railway trains, 


Y OU never can fully pay your debts. No, not if you 
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whether run by steam or by electricity. And to that other 
Scotchman, John Loudon Macadam, you are indebted for 
the smooth, macadamized roadways over which you speed 
in your automobile. 

Perhaps, not so many decades ago, the city you live in 
was an impenetrable wilderness. You must thank the 
pioneering spirit of those humble men and women who, 
amid unceasing hardship, built the first rude cabins that 
were the foundations of the metropolis or hamlet that holds 
your comfortable home today. No, you never can repay 
them. 

The clothes you wear, the furniture you use, the house 
you live in, the tools or devices you work with—all con- 
tribute to your indebtedness, for you benefit by them only 
through the knowledge, vision, and labor of innumerable 
human beings who preceded you. 

So you see, you were born steeped in debt, and with 
every breath you have drawn since, and will draw, you 
pile up your debt burden. 

Is the picture as black as I have painted it? Is your 
case utterly hopeless? No, it is not. Partly, because much 
of your debt you cannot possibly be expected to repay. 
Partly, because there is something you can do, in a measure, 
to settle your account. 

Reverse the tables. Make yourself the creditor; let the 
other fellow be your debtor. You do not necessarily have 
to be a genius or invent something epoch-making. But 
what you can do is to contribute an idea, perfect a piece 
of work, or perform a kindness that will add to the comfort 
or happiness of your fellow men today or insure the welfare 
of those who follow you. 

Apply the best of your efforts and powers to your daily 
tasks. Be honest and dependable in all your business con- 
tacts. Never promote personal ambition or interest at the 
expense of another’s well-being. Be fair to yourself, but 
above all else, be fair to others. If you follow these simple 
precepts, you will see new debtors springing up around you 
daily—people indebted to you. 

Give to the world the best that is in you; the world will 
know how to make the best use of it. In so doing, you will 


find joy and peace for yourself—and you will help square 
your account. 











Graduates of American Institute 
of Banking 


By Cuarzes F. Every 


President, American Institute of Banking 


HE graduate of any school, college, or institution of 
[earning stands in a unique position. On his conduct 

and achievements after acquiring the coveted sheepskin 
the school is judged. He it is to whom the school looks 
for support of its activities and guidance of its policies. 
He is a vital part of the complete whole, and the school 
cannot get very far without him; nor does it want to. The 
properly conducted institution has built up a spirit of 
loyalty to Alma Mater which it must not lose and should 
continue to foster. 

The American Institute of Banking is no exception to 
the foregoing statements, but rather is an outstanding 
example of the application of these principles. For the past 
thirty years bank clerks have been completing its schedule 
of courses, graduating into a widened sphere of banking 
activities, stepping into higher and more remunerative posi- 
tions, and filling high positions of authority, trust, and 
responsibility, with credit to themselves and to our organiza- 
tion. The list of graduates who have attained these posi- 
tions is long and impressive. In one chapter organized only 
thirteen years ago, one out of each ten of its graduates is 
now a bank officer. 

In recent years nearly all the presidents of the American 
Association have been graduates of the institute. Rudolf S. 
Hecht, chairman of the board of the Hibernia National 
Bank, New Orleans, Louisiana and president of the Ameri- 
can Bankers Association this year, was given his first 
opportunity for advancement because of the fact that he 
had graduated from the Banking School (the American 
Institute of Bank Clerks, now the American Institute of 
Banking). We can well be proud of this graduate of 
Chicago Chapter, one of the first twelve ever graduated by 
the institute and the first past national president of the 
institute to become president of the American Bankers As- 
sociation. His career since that graduation deserves meri- 
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torious comment, and he is but one of the many examples 
of institute graduates that can be cited. 

If my statement that “on the conduct and achievements 
of the graduates the school is judged” is correct, then the 
judgment of the institute can be nothing but good. 

On my second premise that the school looks to the 
graduate for support and from the truly appreciative 
graduate receives it, the record of the institute is on a par 
with the best. Through all the years of its existence it has 
had the continued active support and when necessary the 
guidance of such men as John H. Puelicher, Rudolf S. 
Hecht, Harry J. Haas, A. P. Giannini, and in more recent 
years Clarence R. Chaney, P. R. Williams, and Frank M. 
Totton. In commenting on the institute, an educator re- 
cently remarked that he did not believe there is any other 
educational organization in existence where the untiring 
efforts and energy of busy individuals are so freely given 
with no thought of remuneration. 

My third statement that “the graduate is a vital part 
of the complete whole” is proved by the recital of the two 
foregoing premises. Surely no one can doubt that this is so. 
The graduate is the result of the operation of the school. 
No accomplishment is complete without a result, and no 
problem is complete without an answer. When a school 
by its efforts has so worked out its curriculum that its 
graduates are an effective part of the business for which they 
have been trained, the truth of the fourth and last of my 
statements—“‘loyalty to Alma Mater’—naturally follows. 
There doesn’t seem to be any need to expatiate on this point. 
From the neophyte to those of our organizers still living, 
perhaps the most outstanding quality is loyalty to our 
organization. 

Four points only, but a high goal at which to aim— 
achievement, support and guidance, an integral part of the 
whole, and loyalty to Alma Mater. In setting forth these 
points as being descriptive of the qualities of our graduates, 
there is reflected| no isolated case but a cross section of the 
entire institute. Each graduate who is honest with himself 
will acknowledge his debt to the institute; and with recogni- 
tion that for him to have gained the Ititle he has it was 
necessary for some prior graduate to give of himself, he, 
too, will recognize his obligation and do likewise. 









INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


AN UNDERLYING FACTOR IN 
THE INVESTMENT MARKET 


F primary importance in the 

securities market is the course of 

production and trade. In re- 
cent months this course has been so 
clearly upward that doubts can no 
longer exist as to the steady recovery 
in general business that is taking place. 
There are still those who attribute this 
improvement to the huge public ex- 
penditures that are being made for re- 
lief purposes and others who see noth- 
ing beyond a seasonal improvement 
likely to be of a temporary character. 
But the change has been so marked 
and of such length that one can hardly 
fail to see in it the working of the 
natural forces of recovery, stimulated 
no doubt by public outlays. That a 
country of such vast resources, and 
with so large and enterprising a popu- 
lation, should forever remain bogged 
in the slough of depression not only 
runs counter to natural expectation, but 
is controverted by the history of other 
depressions. 

In addition to the effects of a busi- 
ness revival on the securities market, 
there is another favorable development 
of exceptional import. This is a re- 
laxation of the stringent requirements 
of the Securities Exchange Commission 
regarding the registration of securities. 
It is announced that these requirements 
have been simplified in a manner that 
will dispense with much of the red 
tape heretofore called for and will 
therefore facilitate refunding operations 
and the issue of new securities. If 
reports are to be credited, one cor- 
poration, in attempting a refunding op- 
eration, filed reports aggregating a 
weight of fifty pounds! Presumably, 
since the report was to be read and 
not judged from the standpoint of 
avoirdupois, the commission found the 
task too great. 

Continued improvement in produc- 


tion and trade, and better corporate 
earnings, must finally be reflected in 
the securities market. Conceivably, this 
rosier outlook may be dimmed by state 
and Federal legislation; but, at least, 
this is a case of borrowing trouble. 


THE GENERAL OUTLOOK IN THE 
BOND MARKET 


N a recently issued statement T. E. 
Hough, vice-president of Halsey 
Stuart & Co., summarizes the gen- 

eral outlook for the bond market as fol- 
lows: 


As to the general outlook, two facts stand 
out sharply in any consideration of the 
probable trend of the bond market: (1) that 
vast sums of idle money are available and 
anxious to find employment; (2) that the 
accumulated capital demands of five years re- 
quire very large sums for refunding opera- 
tions, replacements, modernization, etc. 

The stage would thus appear to be set 
for a bond market of large proportions. Two 
things are necessary, however, to bring this 
potential supply and demand together: first 
of all, there must be greater confidence in 
the long-term outlook, which, in the opinion 
of most students means, first, there must be 
no more tinkering with the dollar, but, on 
the other hand, there must be assurance of 
stabilization at the earliest possible date. 

The recent removal of restrictions on 
foreign exchange was a reassuring factor in 
this direction, suggesting, as it does, that 
further dollar devaluation is not now con- 
templated and that de facto stabilization 
exists. Evan so, positive and direct reassur- 
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ance that legal stabilization is contemplated 
at the earliest possible date appears to be a 
necessary basis for a long-term money market. 

Further, assurance is required that an 
honest effort will be made at balancing the 
budget at the earliest possible date. Business 
men are aware of the difficulty, if not the 
impossibility, of immediate balancing of the 
budget, in view of existing demands, yet 
they want evidence that an earnest and 
honest effort is being made to bring it into 
balance with all reasonable expedition. 
Finally, for longer term confidence, there 
must be a clear definition of the respective 
fields of public and private endeavor so that 
existing uncertainty on this point shall be 
removed. 

In addition to these prerequisites to the 
development of a long-term money market, 
modification of the Federal Securities Act so 
as to permit of new financing without un- 
necessarily burdensome liabilities and ex- 
penses appears essential. With these ob- 
stacles removed, there is every reason to 
expect a vigorous and broad-scale bond mar- 
ket; without them, the existing impasse is 
likely to continue. 


THE DOLLAR AND COMMON 
STOCKS 


HE purchasing power of the dol- 

lar held in common stocks showed 

a decline of 4.5 per cent. during 

the year 1934, according to the annual 

survey of Administrative and Research 

Corporation, New York. During the 

same period, the purchasing power of 

the dollar held in cash declined 8.2 

per cent. The dollar held in bonds 
increased 3.6 per cent. 

Wholesale commodities, as measured 


by the Bureau of Labor Wholesale 
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Commodity Index, stood at 77.1 on 
December 29, 1934, as compared with 
70.8 on December 30, 1933. Thus the 
purchasing power of the dollar held in 
cash fell 8.2 per cent. during the year, 


As measured by Dow-Jones Indus 
trial Averages, common stocks stood at 
99.9 at the beginning of the year and 
103.9 on December 29. When the de- 
crease in the purchasing power of the 
dollar held in cash is taken into con 
sideration, this shows a loss of 4.5 per 
cent. in the purchasing power of the 
common stock dollar for the year. 

Dow-Jones Bond Averages stood at 
95.44 on December 29 as against 84.60 
at the beginning of the year. After 
allowance for decrease in the cash pur- 
chasing power of the dollar, this shows 
an increase of 3.6 per cent. in the pur 
chasing power of the dollar held in 
bonds during the year. 

During the month of December, the 
purchasing power of the dollar held in 
cash declined .7 per cent. The pur 
chasing power of the common stock dol- 
lar increased .2 per cent. And the 
purchasing power of the bond dollar 
advanced .3 per cent. 


N. Y. CITY BANK STOCK 
RECORD FOR 1934 


FTER having reached in the spring 
Ae 1934 levels close to the 1933 
peak, New York City bank stocks 
declined in the latter part of 1934, 
but closed with a moderate net gain 
on the year, Hoit, Rose & Troster re’ 
port. 

The weighted average of seventeen 
representative issues opened Jan. 2 at 
the year’s low of 39.69 and on April 
26 reached the year’s high of 57.43, 
compared with 1933 high of 62.19 on 
Jan. 10, 1933. Subsequently, however, 
a declining trend developed which car- 
ried the average down to 40.33 on 
September 18. The close on December 
31 was 44.09, a net gain of 11.1 per 
cent. over Jan. 2, 1934, and 25.8 per 
cent. over the 1933 low on December 
26; 1935. 
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THE INTERNATIONAL CAPITAL 
MARKET 


international capital market the 
New York Journal of Commerce 


(ternational editorially on the 


says: 


A compilation prepared by the League 
of Nations emphasizes the degree to which 
the international flow of capital has come to 
a standstill. Whereas during 1930 about 
$1,734,000,000 of foreign loans were made 
by Great Britain, the United States, the 
Netherlands, Switzerland and France to- 
gether, in 1933 the total amount of foreign 
loans made by these creditor nations 
amounted to only about $141,000,000, of 
which $125,000,000 were made by Great 
Britain alone, chiefly to Austria and to Brit- 
ish dominions. Preliminary figures for the 
first nine months of 1934 show only foreign 
loans of $105,000,000 for Great Britain and 
$1,000,000 for Switzerland. 

During 1930 about 14.4 per cent. of all 
capital issues publicly offered in the United 
States represented foreign obligations. In 
the case of Great Britain the percentage of 
foreign loans to total issues in that year 
amounted to 46.1 per cent., in Switzerland, 
52.3 per cent., and in Holland, 41.0 per 
cent. In 1933 none of these countries made 
any foreign loans, with the exception of 
Great Britain. 

Since the proceeds of foreign loans are 
usually withdrawn from a lending country 
chiefly through the export of commodities, 
the large volume of foreign loans during 
the year before 1930 contributed materially 
to the maintenance of international trade. 
During 1933 and 1934, however, not only 
was there almost no stimulus to trade from 
this source, but there was even considerable 
repatriation of bonds of many debtors pre- 
viously outstanding abroad. Such repatria- 
tion was carried on not only by European 
countries such as Germany, Austria, Hungary 
and Yugoslavia, but also to a considerable 
extent by several of the South American 
countries. Such repatriation of securities 
contributed to the foreign exchange diffi- 
culties which led to the imposition of ex- 
change restrictions in many countries. 

It is of interest to note, therefore, that 
the League of Nations in recent months has 
given considerable attention to the prob- 
lem of reviving the international movement 
of capital. League experts appear to realize 
fully that a resumption of the old methods 
of offering loans publicly in the capital mar- 
ets of the world is out of the question at 
the present time, except in a very few in- 
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stances. Hence, they are studying the ques- 
tion of increasing foreign direct investments 
by countries rich in capital. An export of 
capital in this form, League experts argue, 
usually increases the productive capacity of 
debtor countries more quickly than public 
loans. Furthermore, such investments do not 
involve fixed interest charges, and _ the 
amounts remitted from the debtor countries 
to the owners depend to a considerable ex- 
tent upon the actual earnings from the prop- 
erties. Such direct investments would go a 
long way toward making up for the com- 
plete stagnation in the international move- 
ment of capital caused by the practical im- 
possibility of public offerings of foreign bonds 
at the present time. 


NEW CAPITAL ISSUES IN THE 
UNITED STATES 


OR the year 1934, according to 
br. Financial and Commercial 
Chronicle, totaled $2,214,679,032 
of which $795,214,955 was for refund- 
ing purposes, leaving only $1,419,464,- 
077 of new capital supplied. This com- 
pares with $11,592,164,029 five years 
before, in the calendar year 1929, of 
which $1,409,397,511 was for refund- 
ing purposes. As against $1,419,464,- 
077 of new capital supplies from pri- 
vate sources in 1934, the amount in 
1929 was over $10,000,000,000. New 
corporate financing of less than $500,- 
000,000 in 1934 is contrasted with over 
$10,000,000,000 five years before. 
While corporate financing of $47,- 
259,150 in December, 1934, against 
$16,150,018 for December, 1933, 
showed a favorable turn for this period, 
these figures are to be compared with 
$28,844,225 in December, 1932; $86,- 
330,900 in December, 1931; $187,643,- 
33 in December, 1930; $344,946,476 
in December, 1929, and $1,002,728,082 
in December, 1928. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


Brazil 
Is the Debt Plan Fair? 
By Basit C. Ropes 


N February, 1934, the Brazilian 
| Government announced a plan for 

the servicing of the external debts 
of the Federal Government, as well as 
those of the states and municipalities, 
for a period of four years ending 
March 31, 1938. Briefly stated, the 
plan provides for partial distribution 
of interest due upon the external bonds 
of the Federal Government, states and 
municipalities, including bonds  out- 


standing in the United States, after 
provisions were made to exempt certain 
issues upon which payment of interest 


is to be made in full. Payments are 
to range from 17!'4 per cent. in the 
first year and gradually rise to 321, 
per cent. in the fourth year, upon mu- 
nicipal and certain state bonds; a pay- 
ment of 20 per cent. in the first year, 
rising to 35 per cent. in the last year 
of the plan, upon state bonds issued 
in the United States; while the Federal 
Government promises to resume cash 
payments to the extent of 35 per cent. 
of the interest due upon its dollar 
bonds during eighteen months ending 
March 31, 1936, 40 per cent. in the 
following twelve-month period, and 50 
per cent. in the last fiscal year ending 
March 31, 1938. 

All funding loans of the Federal 
Government, including the funding 
bonds issued in the past three years 
in exchange for coupons due upon 
federal obligations, are to be serviced 
in full, while the Sao Paulo Coffee 
Realization Loan of 1930 is also placed 
in a preferential position by promising 
full interest payments. Other provi- 
sions were made for the retirement of 
certain bonds. 
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Although the Federal Government 
had not previously assumed responsi: 
bility for state and municipal obliga 
tions, the plan sets forth definite regu 
lations for partial servicing of the for- 
eign debts of its political subdivisions. 
The National Government obviously 
carries responsibility with regards to 
the foreign exchange situation inasmuch 
as the Federal Government is the only 
authority in Brazil which controls for: 
eign exchange reserves, regulates for- 
eign payments and has the power to 
allocate the available foreign exchange 
among the various local debtors for re- 
mittance to foreign creditors. However, 
the Brazilian Government assumed a 
responsibility to the holders of the 
state and municipal external bonds by 
decreeing certain payments, but in do 
ing this no weight was apparently given 
to the resources of the debtors or their 
capacity to effect payment. It is also 
evident that no adequate consideration 
was reflected as to the willingness of 
creditors to accept payments in accord: 
ance with the decreed plan. In this 
respect the Brazilian Government is 
also to be held responsible to the hold: 
ers of the federal bonds inasmuch as 
various considerations bearing upon the 
situation were not sufficiently weighed 
in the preparation of the plan. 

That the economic and financial post 
tion of Brazil has been impaired by 
the prevailing business depression and 
low prices for coffee, and that this 
situation has affected the capacity of 
the country to make payments in full 
to her foreign creditors, is recognized 
by the bondholders; but the fact that 
payments under the plan were at 
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bitrarily decreed by the government has 
provoked certain criticism among ‘the 
various creditors. It is, therefore, im- 


portant to examine the facts and con- 
ditions bearing upon the Brazilian debt 
situation in order to arrive at a proper 
appraisal of the situation. 


FOREIGN TRADE A CONTROLLING FACTOR 

Foreign trade is the most important 
factor to be considered in the foreign 
debt situation of Brazil, inasmuch 
the gold reserves of the nation have 
been gradually exhausted in meeting 
foreign payments and no new loans 
can be presently contracted, making ex- 
ports the only source from which pay- 
ments to foreign bondholders and 
creditors can be made. The foreign 
trade cf Brazil in the past five years 
is shown in the accompanying table. 


as 


FOREIGN 


an analysis of foreign trade, coffee ex- 
ports, share of the United States in 
coffee shipments and total trade of 
Brazil with the United States. 

As a debtor nation, Brazil has to 
make payments abroad for interest and 
amortization of public debts—federal, 
state and municipal—and for interest 
and dividends on privately invested 
foreign capital. In addition, other re- 
mittances for shipping, insurance, emi- 
grants and various other services must 
be made, but by far the largest item 
in the ledger of international payments 
of Brazil is the amount of interest due 
on public debts and amortization 
thereof. 

In a normal year total foreign re- 
mittances exceed $150,000,000 and in 
a prosperous year, such as 1929, these 
remittances reached the grand total of 
$200,000,000. Payments on account of 


TRADE 


(in thousand doilars) 


Calendar Years 
1929 


Of the total export trade, coffee 
contributes approximately 70 per cent. 
More than half. of this commodity is 
shipped annually to the United States. 

The accompanying table (shown at 
the top of the following page) presents 


Exports 
$461,495 


Export Balance 
$39,798 
59,016 
101,164 
72,438 
52,161 
42,905 


Imports 
$421,697 
260,937 
139,941 
105,817 
172,417 
93,361 


319,953 
241,105 
178,255 
224,578 
136,266 


interest and amortization of foreign 
public debts were approximately $100,- 
000,000 annually. On the other hand, 
private investments would require ap- 
proximately $25,000,000 for interest 
and dividends. 


261 





Christiania Bank og Kreditkasse 
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TRADE STATISTICS 
(in thousand dollars) 
Total 
Brazilian U.S. Trade 
—Coffee Exports— Exports Exports Balance 


Calendar Years Total U.S. Share to U.S. to Brazil to Brazil 
1929 $323,603 $167,405 $192,480 $125,550 $66,930 
1930 195,733 106,877 126,316 60,640 65,676 
1931 165,900 90,525 104,588 33,212 71,376 
1932 129,500 71,420 81,500 32,100 49,400 
1933 162,583 88,443 104,800 36,265 68,535 
1934 6 months .... 88,221 ‘a 53,554 21,889 31,665 


EXPORT SURPLUS INADEQUATE tain obligations—the refunding issues— 

and made regular payments upon short: 

On the basis of the above statistics term maturing notes; but the bulk of 
it is obvious that in the past four the federal debt outstanding abroad has 
years Brazil could not provide in full been serviced since 1931 by the issuance 
the necessary foreign exchange to make of scrip, while the states and municipal 
payments to foreign creditors, after her ities have ceased making payments, 
total gold reserves were utilized in with the exception of the Sao Paulo 
meeting foreign obligations, and no new Coffee Realization Loan of 1930. Ur 
loans could be arranged. The export der these circumstances it is obvious 
surplus was not sufficient to meet these that it was necessary for Brazil to 
payments, with the exception of the regulate foreign payments on a more 
year 1932, when more than $100,- equitable basis, after an effective con 
000,000 in export surplus was realized; trol over foreign trade and foreign ex- 
but the year represented distressed con- change and payments was inaugurated. 
ditions in internal markets and the de- For this purpose two different ar 
moralization of the import trade. If rangements were made. An agreement 
payments had been made in full in that was reached with foreign creditors re 
year, foreign debt service would have garding commercial debts; and a plan 
absorbed approximately 60 per cent. of was decreed for the servicing of public 
the total export values, without taking debts outstanding abroad. The agree’ 
into consideration payments on account ment between the Brazilian Govern 
of private investments and the meet- ment and British and American com 
ing of other remittances for services— mercial interests was concluded in June, 
some of which are indispensable. 1933. This agreement provides for the 
Because of inability to comply in regulation of deposits made in milreis 
full with foreign obligations, Brazil by various local enterprises for the ac 
was compelled to make only partial count of foreign creditors. The amount 
payments. The Federal Government covered was approximately 665,000 
maintained in full payments upon cer- contos, or more than $44,000,000 due 
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IU 


- $30,000,000 


$10,000,000 
$10,000,000 
$30,000,000 
$50,000,000 


Head Office: 8 Moorgate, London, E.C. 2 


Secretary and London Manager, A.O. NORWOOD 


Chief Office in New Zealand: Wellington 


General Manager, SIR JAMES GROSE 


95 Branches and Agencies 
Throughout New Zealand 


Bills of Exchange Collected 
Wool and Produce Credits Arranged 


All Classes of Banking Business Undertaken 


QUAL 


NARA 


to the extent of £6,000,000 to the Brit- 
ish and $14,000,000 to American in- 
terests. The Brazilian currency was 
converted at 13.965 to the dollar and 
61.557 to the pound sterling. Bills in 
the respective currencies were issued for 
seventy-two equal monthly installments, 
beginning August 1, 1933, after 12 
per cent. for interest for the period 
was added to the principal amount of 
the conversion sums. These bills were 
issued by the Bank of Brazil and are 
guaranteed by the Federal Government. 


DEBT PLAN DECREED 


Next came the regulation of foreign 
debt service payments, announced 
February 4, 1934. This was effected 
through the issuance of a decree set- 
ting forth the method and the extent 
to which payments on account of in- 
terest due upon foreign bonds of the 
Federal Government, states and mu- 
nicipalities are to be made for a four- 
year period ending March 31, 1938. 
Under the plan the various loans were 
grouped into grades. 


The first grade includes all the fund- 
ing issues of the Federal Government. 
Interest upon these bonds is to be 
paid in full, and amortization schedules 
are also to be carried out in accord- 
ance with the trust agreements. Grade 
No. 2 refers to the Sao Paulo Coffee 
Realization Loan of 1930, upon which 
interest is to be paid in full, while 
sufficient foreign exchange is to be 
provided to redeem annually £1,000,- 
000 nominal bonds. Grade No. 3 in- 
cludes two 5 per cent. sterling and 
franc issues and all the American loans 
of the Federal Government—the 8 per 
cent. loan of 1921, the 7 per cent. of 
1922 and the two 614 per cent. loans 
contracted in 1927 and 1928 respec- 
tively. Upon these issues payment is 
authorized to the extent of 35 per 
cent. of the interest due for eighteen 
months ending March 31, 1936; 40 
per cent. for the following fiscal year; 
and 50 per cent. for the year ending 
March 31, 1938. Grade No. 4 in 
cludes all the sterling and French loans 
of the Federal Government, the pay- 
ments commencing with 2714 per cent. 
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CAPITAL 
Authorized — P10,000,000.00 
Fully Paid P6,750,000.00 


(US$1.00=P2.00) i A iS 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


in” 


EIGHTY YEARS 
and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 





tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


distribution in the first eighteen months 
and ending with 40 per cent. Grade 
No. 5 includes the 714 coffee loan 
which is wholly outstanding in Eng- 
land, and upon which partial payments 
are arranged. Grade No. 6 includes 
the dollar loans of the states of Minas 
Gereaes, Sao Paulo and Rio Grande 
Do Sul, and payments are to be made 
to the extent of 20 per cent. in the 
first year ending March 31, 1935, 
gradually rising to 35 per cent. in the 
fourth year ending March 31, 1938. 
Grade No. 7 includes all the municipal 
bonds outstanding in the United States 
and those of the states of Maranhao, 
Pernambuco, Rio de Janeiro, and 
Parana, upon which payments - start 
with the initial distribution of 1714 
per cent. for the first year, rising to 
32% per cent. in the fourth year. 
Grade No. 8 includes several loans out- 
standing in England and France, some 
of which have been long in default. 
No payments were arranged for these 
bonds, with the exception of a few is- 
sues subsequently rearranged. 

The plan further provides for the 
earmarking of £400,000 during this 
period to be applied for the retire- 
ment of certain sterling issues included 
in Grades No. 5, 6 and 7, by pur- 
chases of bonds in the open market 
in London, and, in addition, to set 
aside £600,000 to be applied towards 
the retirement of the twenty-year fund- 
ing bonds issued under the funding 
scheme of 1931. 

Under this decree, the various debtors 
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are obligated to place on deposit in 
Brazil, in milreis at the fixed rate of 
the exchange of 12.166 cents, 6 d 
(sterling) and 3.105 French francs per 
milreis, such sums as are required for 
full service upon foreign debts, includ- 
ing interest, amortization and _ fiscal 
agents’ fees; but payments in foreign 
currencies to the bondholders are to 
be made to the extent authorized un 
der this plan. The balance of the mil 
reis deposits are to be appropriated 
by the respective public entities for pub 
lic works or the retirement of internal 
bonds. However, a proviso is included 
in the decree that if foreign exchange 
is made available, part of the surplus 
deposits is to be utilized for the re 
tirement of the outstanding bonds un 
der a purchasing plan to be prepared 
and regulated by the Federal Govern 
ment. In addition, the government 
promises to review the plan not later 
than September, 1937, in the light of 
conditions then prevailing in order to 
determine and regulate future payments 
to the bondholders. 

Payments under the above plan are 
distributed in the manner indicated in 
the accompanying table (shown on the 
next page) among the various foreign 
creditors of Brazil, as compared with 
the total annual debt service require’ 
ments due to the various groups of fot 
eign investors. 

In addition, Brazil obligated herself 
to make certain payments to commercial 
creditors mentioned previously as indi 
cated in the accompanying table. 
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FOREIGN BANKS ARE INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with five 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 





Total Annual 
Debt Service 
Requirements 
$37,662,275 
57,791,475 
6,046,33 
484,810 


Due in 
New York 
London 


Paris 
Holland 


1935 


- $101,984,898 


Total 


*Includes payments awarded at Hague. 
g 


PAYMENTS WITHIN CAPACITY 


These payments which Brazil obli- 
gated herself to make to commercial 
and foreign debt creditors are less than 
the amount of export surplus realized 
in every year since 1929. Average an- 
nual payments, calculated for the tour- 
year period, would absorb 21 per cent. 
of the total exports realized in 1933, ap- 
proximately 23 per cent. of the exports 
reported for 1932, 19 per cent. 
of those reported for 1931, and 
les than 15 per cent. of the ex- 
ports reported for the first six 
months of 1934, these payments, cal- 
culated for an average six-months 
period, would absorb less than 17.5 per 
cent. of the export value of the country 
in the current year. The amount of 
payments pertaining to a six-months 
period is only 51 per cent. of the ex- 
port surplus shown for the first six 
months of 1934. In other words, the ex- 
port surplus of Brazil for the current 


PAYMENTS FOR YEARS ENDED MARCH 


1935 


* 
3 


Payments on public debts 
Payments on commercial debts .. 


$ 
7,612,63 


$36,317,261 


6,317,261 


$7,804,978 

19,660,890 
8,760,371* 

91,022 


* 
3 


$43,929,894 


Payments Under the Plan 
Years Ended March 31 
1936 1937 
$12,150,205 $12,839,371 
23,059,730 23,713,350 
2,008,401 2,434,091 

102,399 113,778 


1938 
$14,978,543 
26,429,625 
2,507,880 
159,288 


$39,100,590 


$37,320,735 $44,075,336 


year runs at the rate of approximately 
200 per cent. of the amount of current 
payments required under the above 
plans. 

It is not certain whether exports or 
the export surplus realized in the first 
six months of 1934 will continue to show 
similar results for the balance of the 
year. It is also a debatable question as 
to what constitutes an equitable portion 
of exports or of the export balance in 
any one year that can be earmarked by 
a debtor nation for the servicing of for- 
eign debts and to make other foreign 
payments. But this analysis indicates 
that the above payments could not be 
considered as imposing a heavy drain 
upon Brazilian resources. A great deal 
depends upon the nature of exports, 
their relation to domestic trade and their 
importance to the national economy of 
the nation. 

It is true that approximately 70 per 
cent. of the Brazilian exports are com- 
posed of one commodity—coffee—which 


31 
1936 


$37,320,735 
7,612,633 


1937 
$39,100,590 
7,612,633 


1938 


$44,075,336 
7,612,633 


$51,687,969 
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$44,933,368 $46,713,223 
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You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent speech 
and authentic native accent in French, 
Spanish, German, Italian, Russian, or 
whatever language you choose. 


Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 


FREE BOOKLET and arrange for your 
FREE TRIAL LESSON 


SCHOOL OF 
BERLIT Ztinouaces 
30 West 34th Street, New York PEnn 6-1188 
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BALTIMORE ....925 N. Charles St. 
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CuIcaco............ 30 North Michigan Ave. 
CLEVELAND ‘ vessseeeee 449 Leader Bldg. 
DETROIT... : 820 David Whitney Bldg. 
PHILADELPHIA Elrae Bldg., 226 S. 15th St. 
WASHINGTON................1115 Connecticut Ave. 
HAVANA... wenn Prado 62, altos 
and in every leading city of the world 
“‘Language Teachers of the 
World for Fifty-six Years” 


is produced in a particular section of 
the country; while the external public 
debt of the nation is rather distributed 


throughout the republic. However, it 
is also a fact that Brazil is largely self- 
sufficient in the production of foodstuffs, 
raw materials and manufactured prod- 
ucts; and only certain types of imports, 
like fuels, machinery and motive power, 
are as yet indispensable. Her exports 
largely contribute surplus wealth to the 
nation. 


FAVORABLE COMPARISONS 


In this respect, a comparison of fac- 
tors revealed in the Brazilian debt situa- 
tion with those .obtained in Argentina 
and Australia—which countries are in 
a similar situation—throws some light 
on the picture. 

In the case of Argentina: In the year 
1933 approximately 31 per cent. of the 
export value was devoted to foreign pay- 
ments for servicing public debts and 


privately invested foreign capital. Ip 
1932, the amount of foreign payments 
actually made absorbed about 27.6 of 
total exports. In 1931 payments made 
absorbed 24 per cent. of the exports; 
while in 1930 debt service requirements 
would constitute approximately 27 per 
cent. of the exports. In 1932 alone the 
export surplus was sufficient to meet 
foreign debt service payments, while in 
1931 and 1930 heavy drawings were 
made upon gold reserves to meet these 
requirements. In 1930 the country ac: 
tually experienced a large import bal- 
ance. In these calculations interest and 
dividend payments upon foreign invest 
ments in railroads and public utilities 
are included because these. industries 
have been developed with privately 
owned foreign capital in Argentina, 
while in Brazil and Australia they have 
been largely developed with borrowed 
public money. 

An analysis of the Australian posi- 
tion shows that for three one-year 
periods, ending respectively June 30, 
1931, 1932 and 1933, foreign debt serv- 
ice was equal to 35 per cent. of the 
exports, but that the export balance was 
not sufhcient to meet these payments, 
except in the year 1932. Gold reserves 
were utilized to supplement these pay: 
ments and ease off the strain which 
would have been otherwise felt had for: 
eign payments been met entirely out of 
exports. In the year ending June 30, 
1934, foreign payments would have ab 
sorbed less than 27 per cent. of the ex 
ports—less than 70 per cent. of the 
export surplus—but more than £6,000, 
000 in gold was produced and exported 
during the year, equivalent to about 25 
per cent. of the amount of foreign debt 
service requirements. 

These comparisons reveal that the 
amount of payments arranged for by 
Brazil could be comfortably effected on 
the basis of exports equal to those re’ 
ported for the past few years. Under 
the circumstances, payments are not ex 
pected to produce a burden upon Brazil 
or to drain her national economy. Given, 
especially, an improvement in foreign 
trade and growth in exports, larger pay’ 
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FINANCIAL SITUATION ABROAD 


ments could be facilitated to foreign 
creditors, especially to the American 
bondholders. It is only fair to ask 
Brazil to treat her creditors equitably by 
arranging her affairs in such a manner 
that a fair portion of the value received 
from exports could be applied annually 
to the servicing of her external debts. 


AMERICAN PORTION SMALLER 


The Brazilian Government should have 
been expected to accord to the Amer- 
ican holders of her dollar obligations a 
more satisfactory treatment in view of 
the dependence of her export trade upon 
the United States. While the United 
States receives approximately 45 per 
cent. of the Brazilian exports and pro- 
vides practically the entire export sur- 
plus of that country, which surplus 
would have been more than sufficient to 
pay in full service requirements upon 
Brazilian debts outstanding in the United 
States, American investors will receive 
less, proportionately, than other credi- 
tors. Under the plan, French investors 
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will recover approximately 55 per cent. 
of the amount due for this period, and 
British investors about 43 per cent. of 
the sums due in London, while the 
American investors will receive approxi- 
mately 33.5 per cent. of service due in 
this period. This is partly due to the 
fact that amortization of the dollar 
issues is usually heavier than upon 
British loans, as sinking fund install- 
ments have been generally suspended, 
but arrangements under the plan ac- 
tually offer larger cash payments to 
British bondholders. 

No request for special treatment of 
the creditors of one nation in preference 
to another could be asked under normal 
conditions; but inasmuch as other cred- 
itor nations have found it opportune to 
secure special concessions from their 
debtors on behalf of their nationals at 
the expense of the American investors, 
it would appear that the American in- 
vestors are justified in looking to their 
Government for assistance in securing 
preferential treatment wherever possible 
on the strength of trade relationships. 


INTERNATIONAL TRADE AND THE GOLD STANDARD 


IF we can reopen the channels of international trade to goods, 
widen the markets for goods, and relieve gold of the present 
abnormal pressure in making international payments, we can, on 
the one hand, assure the world that it will have plenty of gold 
in which to redeem its paper money, and we can, on the other 
hand, bring about a very impressive rise in commodity prices, 
both at home and abroad, starting, for each country, with those 
commodities most dependent on foreign markets, but spreading 
in time throughout the general commodity field. Advocates of 
the gold standard, and advocates of the doctrine that commodity 
prices should rise, should alike welcome the restoration of a large, 
two-sided foreign trade.—Benjamin Anderson, Jr., Economist, 
Chase National Bank. 
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BRITISH BANKING PROFITS 

Reviewing the preliminary statements of the leading British banks, 
The Economist (London) publishes the following: 

Net profits are in every case higher than in 1933, and after maintain- 
in dividends at last year’s rate, there is an ample margin in hand for con- 
tingencies or other purposes. We summarize the results below: 

Other 
Brought Net Divi- Contin- Appropri- Carried 
Forward Profit dents gencies ations Forward 
£°000 £°000 £7000 £7000 £°000 £7000 
Barclays: 
1,605 1,562 aes 50 570 
1,708 1,614 ae 100 564 


5347 ar 506 
5392 Shas 515 

Midland: 
I ius 5c ar sto a 859 i ,110 5 a6 866 


5767 25 872 
Nat. Provincial: 
776 1,603 5422 oe 857 
3422 AAP 879 
Westminster: 
,165 bane 460 
,204 te 481 
District: 
1933 348 
348 
Martins: 
582 
Williams Deacon’s: 
1933 3 273 234 eiea 
234 a? 3 59 


It is common knowledge that net profits are only calculated after 
deducting from the year’s earnings such appropriations as are thought 
necessary for bad and doubtful debts and other internal reserves. The 
improvment in trade during the past eighteen months must have decreased 
the provision needed for bad and doubtful debts, and this must be a lead- 
ing cause of the increase in net profits. The banks have also benefited 
from last April’s reduction in the rate of income tax, but against this 
those banks who deduct tax direct from their dividends are having to 
show more cash to meet their dividend charges. Disclosed appropriations 
to contingencies show an increase in the case of Lloyds Bank and a 
decrease in the case of the Midland Bank. The Westminster Bank has 
made a special appropriation to replace the withdrawals from the reserve 
fund necessitated three years ago. 


NEW CAPITAL ISSUES IN THE UNITED KINGDOM 

The following statistics relating to new capital issues in the United 
Kingdom have been compiled by the Midland Bank Limited. 

These compilations of issues of new capital, which are subject to 
revision, exclude all borrowings by the British Government for purely 
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financial purposes; shares issued to vendors; allotments arising from the 
capitalization of reserve funds and individed profits; sales of already issued 
securities which add nothing to the capital resources of the company 
whose securities have been offered; issues for conversion or redemption of 
securities previously held in the United Kingdom; short-dated bills sold in 
anticipation of long-term borrowings; and loans by municipal and county 
authorities except in cases where there is a specified limit to the total 
subscription. They do not include issues of capital by private companies 
except where particulars are publicly announced. In all cases the figures 
are based upon the prices of issue. 


SUMMARY TABLE OF New CapiTAL IssSUES IN THE UNITED KINGDOM 
2 {Compiled by the Midland Bank Limited} 


Year to 

December 31 
£237,541,100 
384,211,000 
215,795,000 
235,669,000 
203,760,000 
223,546,000 
219,897,000 
253,266,000 
314,714,000 
362,519,000 
253,749,000 
236,160,000 
88,666,000 
113,038,000 
132,869,000 
150,190,000 


ARGENTINA ESTABLISHES A CENTRAL BANK 

After years of careful study of the financial requirements of the 
country, the Argentine Government has decided on the formation of a 
central bank. The project has been shaped with the intention of meeting 
the special needs of an agricultural country like Argentina and the central 
banking structure has been modified so that the effect of variations in 
crops will disrupt as little as possible the financial life of the country. 
Argentina was one of the few large countries that did not have a central 


bank. 


The plan was discussed four or five years ago and the Government 
more recently invited Sir Otto Niemeyer, British banking authority, to 
visit Argentina and examine the situation. After an exhaustive study, 
Sir Otto Niemeyer recommended the creation of a central bank. The 
project will follow the main lines of the Niemeyer report with certain 
modifications based on the experiences of the last year or two. Its main 
purposes are as follows: 


1. To regulate the quantity of credit and means of payment, adapting them 


to the real volume of business. 
2. To promote liquidity and the sound functions of banking. 


3. To insure sufficient gold reserves to smooth out the fluctuations in the 
balances of payments due to exports and movements of capital. 
4. To act as financial agent for the Government. 
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Under the new plan, the Banco de la Nacion, which in the absence 
of a central bank had to step into the breach, will return to its normal 
functioning as a strict commercial bank. The entire assets and liabilities 
of the “Caja de Conversion” (conversion office or note issuing dept.) will 
be transferred to the central bank which will have the privilege of con 
trolling the currency issue of the country with the exception of small 
subsidiary coin. 

The gold of the country will be used to offset unfavorable balances 
and for international trade settlements. At present the gold backing of 
the note issue is about 44 per cent. and it will be maintained at about 
that figure. 

The capital of the bank will be 30,000,000 pesos (about $10,000,000) 
of which 20,000,000 pesos will be subscribed immediately, one half by 
the Government, which will have no voting power, and the other half 
by various banks throughout the country with a capital of not less than 
1,000,000 pesos, who will subscribe on a pro rata basis. Other banks 
with smaller capital will also be entitled to the facilities of the bank and 
as soon as they reach the necessary capitalization of 1,000,000 pesos, they 
will be admitted as shareholders. 

The officers of the bank will consist of a president, vice-president, 
and twelve directors. The directors will represent, as closely as possible, 
the relative elements of the banking community. 

Of the twelve directors, foreign banks having branches in Argentina 
will elect two. These directors cannot be of the same nationality and 
they will be selected at a conference of the various foreign banks. The 
Government will appoint the president, vice-president and one of the 
directors. 

It is considered that one advantage of the central bank will be the 
concentration of the reserves of all banks, thus permitting banks to redis- 
count and increase their cash reserves when the crops have to be 
moved. Definite provisions are made governing the relations between the 
Government and the bank, and limitations are placed upon the power of 
the Government to borrow from the new institution. 

There has been much discussion in Argentina about the advisability 
of establishing a central bank while the country was off the gold standard, 
some people contending it would be more prudent to await the stabiliza- 
tion of the peso. On this point, Sir Otto Niemeyer said there was no 
reason for delaying the central bank idea because the country was off the 
gold standard. On the contrary, he considered that a central bank was 
required to co-ordinate and direct affairs during the transition period and 
such a bank would provide a powerful instrument for bringing about 
stable money and be a valuable counsellor for determining when to 
stabilize and at what rate. 


NOTES 


WILLIAMS Deacon’s BANK LIMITED, Manchester, England. The direc’ 
tors have declared a dividend for the half-year at the rate of 12'4 per 
cent. per annum (less income tax) upon the “A” shares and upon the 
“B” shares. 
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Net Profits for the year to December 31, 1934, after rebate of. interest 

on undue bills, expenses (including contributions of £45,000 to staff 

pension and widows’ and orphans’ funds), and an appropriation to 

the credit of contingencies accounts out of which provision for all 

bad and doubtful debts has been made, amount to............... £274,180 
The balance brought forward from last year was 48,818 


£322,998 
uae Cin) “GOALS GIVIGENG QHSOTIES. «0:5 676.5 0 6 0n5ls vied 9 WwW a bled dies wwe O18 £234,375 
The directors have appropriated to bank premises accounts............ 30,000 
Carrying forward a balance of 58,623 


£322,998 


MIDLAND BANK LimITED, London. The directors of the Midland Bank 
Limited report that, full provision having been made for all bad and 
doubtful debts, the net profits for the year 1934 amount to £2,292,217 
which, with £866,483 brought forward, makes £3,158,700, out of which 
the following appropriations amounting to £1,403,376 have been made: 
To Interim Dividend, paid July 16, 1934, for the half-year ended June 
30, 1934, at the rate of 16 per cent. per annum less income tax 
To reduction of bank premises account 250,000 
ma mmerve: for flere: -COnMNGENCIOS. ..s.0.<.6 6 6-s.s sss a:biee.s b Tea bie aie eb bee 270,000 
Leaving a sum of £1,755,323 from which the directors recommended a 
dividend, payable February 1, for the half-year ended December 31, 


1934, at the rate of 16 per cent. per annum less income tax 
And a balance to be carried forward of 


WESTMINSTER BANK LIMITED, London. The net profits of Westminster 
Bank Limited for the past year, after providing for rebate and income tax, 
and after appropriations to the credit of contingency accounts, out of 
which accounts full provision for bad and doubtful debts has been made, 
amount to £1,524,879 16s. This sum, added to £460,495 18s. 3d. 
brought forward from 1933, leaves available the sum of £1,985,375 14s. 3d. 

The dividend of 9 per cent. paid in August last on the £4 shares 
and 6!/, per cent. on the £1 shares absorbs £602,145 11s. 7d. A further 
dividend of 9 per cent. is now declared in respect of the £4 shares, mak- 
ing 18 per cent. for the year; and a further dividend of 614 per cent. on 
the £1 shares will be paid, making the maximum of 12/2 per cent. for 
the year. £100,000 has been transferred to bank premises account, and 
£200,000 to officers’ pension fund, leaving a balance of £481,084 11s. 1d. 
to be carried forward. 

The directors have restored to the reserve the amount of £1,820,157 
which was in 1931 withdrawn to meet depreciation on the bank’s invest- 
ments and has since been held in a special account. 

1934 1933 


Net profits ata hGip. BA. da bae ke cae Wibwelehe £1,524,880 £1,464,955 
Brought forward 460,495 460,984 


Total available 5,985,375 ,925,939 
Dividends ,204.291 , 165,444 
Bank premises account 100,000 100,000 
Officer's pension fund 200,000 200,000 
Carried forward 481,084 460,495 


£1,985,375 £1,925,939 
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BANK OF NeW SouTH WALEs, Sydney, N. S. W. Directors have sub- 
mitted to the proprietors a report of the assets and liabilities of the bank 
as of September 30 last, and the following, showing the result of opera- 
tions for the year: 


Net profits for the year, after deducting re- 
bate on current bills, interest on de- 
posits, and paying income, land and 
other taxes (amounting to £185,811 
4s. 3d.), reducing valuation of bank 
premises, providing for bad and doubt- 
ful debts, fluctuations in the value of 
investment securities, and other con- 
tingencies, and including recoveries from 
debts previously written off as_ bad, 
amount to £439,738 13s. 2d. 
To which is added— 
Undivided balance from September 
Wy RR iieta ais a8 Sete Heed e waa hee £115,596 8s. 5d. 
—_—_——_— £594,335 is: 
Interim dividends at the rate of §s. 
per share Australian Currency for’ 
quarters ended December 31, 
1933, March, 31, 1934, and 
June 30, 1934; paid out of the 
year’s profits, in terms of clause 
105 of deed of settlement £329,250 Os. 
Leaving a balance of £226,085 1s. 
which the directors recommend to be dealt 
with as. follows:— 
To quarter's dividend to September 30, 
1934, at the rate of 5s. per share 
Australian currency £109,750 Os. Od. 
To balance carried forward £116,335 1s. 7d. 
. —_—__—____——- £226,085 1s. 7d. 


During the year branches have been opened at Caragabal in New 
South Wales; Kalangadoo in South Australia; Cue, Laverton and Tammin 
in Western Australia; and Rotorua in New Zealand. The branches and 
agencies now number 724. 


GUARANTY TrusT COMPANY OF NEW York. Jules Bellot, formerly an 
assistant secretary at the Paris office, has been appointed assistant manager 
of that office. 


KANSALLIS-OSAKE-PANKKI, Helsingfors. Announces that its general man- 
aging director, J. K. Paasikivi, who for a period of twenty years has 
devoted his energetic activity and his exceptional abilities to the good 
of the bank, has, to the great regret of the bank, resigned his position. 

Mr. Paasikivi has consented, however, to remain a consulting member 
of the board of directors, thus placing at the bank’s disposal the inesti 
mable experience acquired by him in banking. 

The assistant general managing director, Mauri Honkajuuri, has been 
appointed general managing director in Mr. Paasikivi’s stead. 





EV lecever your Business Extends 


| in CANADA .... there 


is the Bank of Montreal 


< 


Through its network in Canada of more than 
500 branches — each of which is in intimate 
contact with the economic life of the particular 
community it serves — the Bank of Montreal 
provides American banks and trust companies 
with unsurpassed banking service throughout 
the Dominion, as well as with sources of val- 
uable business information. 


Assets over 
$750,000,000 


NEW YORK AGENCY: : 
CHICAGO OFFICE: - 
SAN FRANCISCO OFFICE: 


Head Office : Montreal 


BANK OF MONTREAL 


Established 1817 
< 
64 Wall Street 


27 South La Salle Street 
333 California Street 


Current Conditions in Canada 


UMMARIZING business condi- 


tions in the Dominion of Canada, 
under date of January 23, the Bank 
of Montreal says: 


The New Year has opened under condi- 
tions that continue favorable to business. 
In the year-end summaries of the commercial 
and financial press there has been no de- 
spondent note, though it is appreciated that 
steadiness rather than buoyancy has marked 
recovery thus far. That much has already 
been achieved, and that improvement has 
been general, is conceded. That it will go 
farther along the same lines in 1935 is a 
widespread expectation. Reaching a higher 
point than in any week in either of the 
two preceding years, the economic index 
maintained by the Dominion Bureau of 
Statistics was 104.8 in the first week of 
1935 (1926100). Of fifteen countries 
for which figures of general industrial pro- 
duction are available, Canada recorded for 
1934 a greater revival than in any other 
country except Germany and Sweden, which 
scored gains of 26.2 per cent. and 23.5 per 
cent. respectively, compared with Canada’s 
gain of 23.4 per cent., the next country in 
order being Czechoslovakia with a gain of 


13 per cent., whilst the lowest on the list is 
France with a loss of 7 per cent. 

Car loadings totaled 171,600 cars in 
December, as compared with 211,000 in 
November, but the seasonal index was un- 
changed. For the calendar year the total 
was 2,319,936 cars, which is 287,966 more 
than in 1933; to this gain miscellaneous 
freight contributed 107,451 cars and coal 
52,199. For the ten months January-October 
gross railway revenues rose from $220,883,- 
742 in 1933 to $247,356,942 in 1934, and 
operating income from $16,737,778 in 1933 
to $27,460,277 in 1934. 

The external trade record ended the year 
on a high note. December's total ($100,- 
504,000) was 15.5 per cent. over that of 
December 1933, and 39.5 per cent. over that 
of December, 1932. For the calendar year 
as a whole the total was $1,173,373,000, 
compared with $939,000,000 in 1933 and 
$954,454,000 in 1932, increases amounting 
to 24.9 per cent. and 22.9 per cent. re- 
spectively. The balance of trade for the 
year was “favorable” to the extent of $146,- 
431,000, and this does not include shipments 
of gold bullion that went out of the country 
as merchandise. Customs duties collected 
during the year were 20.1 per cent. higher 
than in 1933. 
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Bank debits for December amounted 
to $3,040,000,000, as compared with 
$2,492,000,000 in December, 1933. 

The Canadian Bank of Commerce, in 
its Monthly Commercial Letter (Janu- 


ary) says: 


Comparatively stable industrial operations 
continued during the past month. While 
seasonal recessions occurred in numerous in- 
dividual industries, these were partly offset 
by operations on rush orders resulting. from 
a larger holiday trade than many retail mer- 
chants had anticipated. 

During the present quiet industrial season, 
which will last until the spring trade re- 
quirements are effective, interest centers on 
the progress of the country’s construction 
programme and the development of. export 
trade. The volume of new building and 
engineering contracts let in December again 
declined from the preceding month, as is 
usual, but that definitely arranged during 
the next month or two will, because of its 
influence on the late winter and early spring 
production schedules of many allied indus- 
tries, be of greater consequence. For the 
time being, however, it is noteworthy that 
the value of all contracts in 1934 was 125 
million dollars, about 30 per cent. higher 
than in 1933 and the highest since 1932. 

Export trade as a whole usually declines 
during the December-February period and 
the current season does not promise to be 
an exception. The question, then, which 
will be determined by the results shown in 
future returns, is whether the decline will 
be of normal proportions; with good sea- 
sonal prospects for other major products, 
the question turns on whether exports of 
wheat can be maintained at the. present 
level, or, as is much to be desired, enlarged. 

By the late autumn reported employment 
in Canada (covering not all but a representa- 
tive section of business) had apparently re- 
gained about half of the ground lost since 
the beginning of the depression, certain 
branches of industry, notably logging and 
mining, having considerably surpassed the 
average gain. There has been more or less 
marked improvement in each of the major 
categories, but, except in the two industries 
mentioned, nothing that corresponds with 
the increase in industrial production. A re- 
vival of world trade, in which Canada is 
vitally interested, would do much to stimu- 
late those branches of Canadian business, 
among others transportation, which have not 
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shared equally with the others in the increase 
of employment. 


The Bank of Nova Scotia, in its 
Monthly Review for December, pub 
lishes a Cumulative Index of business 
in Canada, and has the following com 
ment on what the index shows: 


From the close of 1925, till well jnto 
1929, it indicates a very regular improve 
ment. Progress was, indeed, somewhat more 
rapid in the later stages, than in 1926 and 
1927. It is also noteworthy that, during 
the later period, the monthly fluctuations, 
both upward and downward, tended to be 
come larger. 

The peak appears to have been reached 
in July and August, 1929. Not till Sep 
tember did the curve definitely turn down 
wards. The great stock market debacle 
swiftly followed, in October. 

From the peak, in the summer of 1929, 
to the trough, in the spring of 1933, the 
downward movement is as consistent and 
regular, as was the movement upwards in 
the halcyon days of prosperity. The Cumy 
lative Index, which had risen from 90.5 
(in May 1925), to 109.4 (in the peak 
months of 1929), or by 21 per cent. in all, 
now fell from the high point above men 
tioned to 65.0 (in February, 1933)—the 
decline, from peak to trough, amounting 
to 40 per cent. 

The recovery that began in the spring 
of 1933 presents an inspiring picture. The 
Cumulative Index does not record a single 
real setback in Canada, such as (for ex 
ample) those which occurred in the United 
States in the fall of 1933, and again in 
the summer and fall months of 1934. The 
rise in Canada, from February, 1933, till 
March, 1934 (from 65.0 to 83.7) is equiva 
lant to 29 per cent. 

Since March, 1934, it appears that, though 
there has been no setback, the movement 
upwards has definitely been arrested. There 
is no noticeable rise or fall in the Cumula 
tive Index during the past six months. The 
latest figure (83.8) differs only fractionally 
from that of March last. 

But if there has not been improvement 
during the past six months (other than 
the normal seasonal expansion of business 
during the brisk months, in those industries 
which are subject to seasonal influences) we 
may take encouragement from the fact that 
conditions have been remarkably steady. 
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A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by Matcotm Davis 


You Can Lead a Horse to Water 
But You Can’t Make Him Drink 


ND you can entice a good pro- 
spective borrower into a bank and 
show him a great deal of ex- 
tremely useful money, but that doesn’t 
mean that he will buy some of it for 
awhile. It is mere repetition to remark 
that banks want to make loans and 
plenty of them, but a glance at the 
tabulations of clearing-house returns on 
page 224 of this issue will indicate that 
this desire has met with no substantial 
satisfaction during the last six months 
of 1934. 
Here is a stalemate which will have 
to be broken before business men and 


bankers can again show sufficient profits 
to make them both happy again. How 


to break it is the question, and a 
merchandising sense on the part of 
the banker may be the answer. At 
least, Harry Merrill Hitchcock writing 
in the January 17 issue of Printers’ Ink 
on “Merchants of Credit” thinks it is. 
Mr. Hitchcock musters some vigorous 
arguments in support of his statements 
both the statements and the arguments 
are worth considerable thought. 

He outlines the situation by saying 
that few people outside of the banks 
themselves realize that the banking prob- 
lem is just the opposite of what it was 
a few years ago. Banks are now in 
the same position as is a~ merchant 
whose shelves are stocked with goods 
and who cannot find anyone to purchase 
his wares. Banks certainly are no mere 
storehouses for money, still “bank de- 
positors may not even yet realize that 
their money cannot merely lie in the 
vault waiting for them to ask for it; 
but the bank stockholders expect divi- 
dends; and money in the vault has 
never paid any yet.” 


The bankers’ own explanation for the 
lack of borrowers, says Mr. Hitchcock, 
runs like this: the would-be borrowers 
swarm in large numbers but credit to 
them is unjustified; but the borrowers 
with whom the banks feel their money 
is safe refuse to borrow because they 
themselves don’t see how to make profit- 
able use of it. This boils down “to 
the fact that both bankers and business 
men have lost a great deal of faith 
in the ability of the latter to do what 
is supposed to be the reason for their 
existence—to do business profitably.” 

Furthermore, many bankers contend 
that “hand-to-mouth buying; shortened 
terms; speedier deliveries and collections; 
all the ways in which business men 
have learned to tighten their belts, have 
narrowed the credit market. But all 
these amount merely to improved efh- 
ciency in the use of credit; and the 
more efficient use of a tool tends to 
increase, not decrease, its employment.” 

Here, then, is a merchandising prob- 
lem pure and simple, and “the best 
of our banks realize it as perhaps they 
never have before. . . . The trouble is 
that they are short on experience.” 

Mr. Hitchcock points out that it has 
been a great many years since American 
banks have had to face so acutely this 
particular problem. He says, however, 
that “it is of course an immensely hope- 
ful sign that this preblem has replaced 
the diametrically opposite difficulty with 
which they were struggling not so long 
ago; and a scarcely less hopeful sign 
is the courage with which most of them 
are tackling it. But because it is so 
novel to them, they simply do not have 
the equipment for dealing with it which 
a merchant or manufacturer develops 
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by the process of running into such 
situations at more or less frequent in- 
tervals throughout his career. 

“Every experienced advertising man 
can remember cases in which he helped 
this client or that to create, for some 
product, a demand which at the outset 
did not seem to exist or even be pos- 
sible. The whole history of modern 
business is spangled with cases in 
which a manufacturer has created a 
product to meet a need in which he had 
faith, though the very people who were 
to become his best customers were not 
aware themselves in the least of it. 

“How many people in 1900, or even 
1910, were conscious of their need for 
an automobile? In 1920, of a radio? 
Try and deprive them of these things 
today! 

“T cannot see any essential difference 
between the merchandising problem of 
a manufacturer with a product which 
people do not know they need, and 
that of a banker whose clients, because 
they do not know how to use it profit- 


ably, do not think they need a line of 


credit. In both cases the fundamental 
answer is the same: “Show them how 
to use it.” 

This brings Mr. Hitchcock to the 
heart of the problem which is that any 
merchant, be he banker or manufacturer, 
must understand the use of his product. 
The halcyon days when the banker 
could take his pick from numbers of 
potentially good customers has been re- 
placed by days when he, like everyone 
else, must cultivate his market. 

“There are all too many bankers,” 
Mr. Hitchcock continues, “who know 
by heart the balance-sheet and income- 
account rules for judging a borrower; 
who are even shrewd judges of human 
nature; but who aren’t measuring up to 
their jobs under today’s conditions, be- 
cause they don’t know how to give 
real, practical help in the actual appli- 
cation of bank credit—not to say 
knotty—problems. 

“Today's banker must—tomorrow’s 
banker will—know that in most cases 
(in all special cases except a few rare 


special instances like patent monopolies) 
a good-looking balance-sheet and jn 
come account must rest upon an in- 
telligent grasp and courageous applica- 
tion of the principles of modern mer- 
chandising; advertising, sales, promo- 
tion, and timed, controlled and directed 
sales effort. Conversely, he will recog- 
nize balance-sheet trouble and pernicious 
anaemia of the income account as 
merely symptoms, usually of a disease 
known as obsolescence of the sales plan. 

“And how is the banker to learn 
these things, so that he need not meet 
the would-be borrower with a mere re- 
fusal unprofitable to both, but show 
him how to amend his plans in a way 
to make them profitable—so that instead 
of pressing money upon a reluctant 
client he can say to him ‘here’s a thing 
you can do with a half million (which 
we'll gladly lend you) and if you handle 
it this way, and do this, I think you'll 
make money?’ 

“Every bank in this country has its 
little group of ‘backlog’ clients just as 
every going business has its ‘backlog’ 
customers. They are the firms that 
have gone right on borrowing and re- 
paying, and making profits on their 
borrowings, no matter how tough things 
got. They are the best friends the 
banks have; but they can be even bet: 
ter friends, for from them the banks 
themselves can learn the simple prin- 
ciples which, applied to the affairs of 
less satisfactory clients or prospective 
clients—and applied where they do 
apply, to the bank’s own business of 
merchandising credit itself—will bring 
poor borrowers into the class of good 
borrowers, and make good borrowers 
better. 

“These principles are no secret; and 
they are extremely simple. They are, 
in fact, so simple that they can be 
reduced to a single statement: 

“The object of all business activity 
is to put, at the least possible cost in 
time and money, an efficient salesman, 
offering a good product at a fair price, 
in front of a good prospective cus 
tomer; and to do so at the precise time 
and place most favorable for a sale. 
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It seems to us that Mr. Hitchcock's 
thesis is eminently sound and practical. 
However, he has himself pointed out 
its one weakness—that bankers them- 
selves are not generally equipped by 
training or experience to recommend 
profit-making merchandising plans to 
prospective customers. True, he has 
suggested a way out when he recom- 
mends that bankers study the successful 
methods of their “backlog” customers. 
But such a period of training, involving 
a great deal of absorption of merchandis- 
ing technique, will be a long one. 

A short cut might be provided if the 
banker would avail himself of two 
powerful merchandising weapons at his 
command. One, the trained mind of 
his own advertising staff, and the other 
that of outside merchandising and ad- 
vertising counsellors. Readers of this 
department found this latter suggestion 
outlined at length by H. Charles Sieck, 
president of H. Charles Sieck, Inc., a 
Los Angeles advertising agency, in the 
January BANKERS MAGAZINE. It was 
Mr. Sieck’s proposal that bankers, by 
conferring with advertising counsels, 
much as they do with lawyers, could 
through the means of sound promotional 
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practices, build profitable businesses and 
profitable loans at the same time. 

No one will deny that banks want 
to make good loans. But they're not 
doing it. As it is, the Government is 
showing greater faith, because of neces- 
sity, in the future of the American 
people than are the people themselves. 
It is not our intention here to indulge 
in political arguments one way or the 
other, or to go into detail, but the fact 
remains that the Government, through 
its loaning agencies, is certainly put- 
ting out plenty of money to stimulate 
business and keep down unemployment. 
If business would prosper and largely 
absorb the unemployment problem, it 
has been stated by the President that 
the Government would dry up many 
of its credit sources. 

If banks, by assisting present and 
prospective borrowers, can help business 
expand it will be a start towards beat- 
ing the Government to the gun on get- 
ting money out on a generally profit- 
making basis. 

If Mr. Hitchcock’s suggestions, and 
those of Mr. Sieck, bore a loophole 
by which banks can escape this present 
stalemate, it is certainly time to get out 
the auger and bit and go to work. 


Sidelights and Shadows 


A Cross-Section of Bank Advertising 


The East River Savings Bank in its 
new branch at 24 Courtland Street, 
New York City, has the largest painted 
canvas in the city—a mural of 3000 
square feet, nearly a block long, fifty 
feet high, and covers the walls of the 
main banking room in five panels de- 
picting the city from the Battery to 
upper Manhattan; and if this isn’t a 
pretty big advertisement (even though 
mostly illustration) what is? ... An- 
other unique attraction-getter were the 
1125 real candles burning each night 
of the Christmas week in the windows 
of the Granite Trust Company, Quincy, 
Mass., and requiring the services of 
two men eight hours a day and of four 


other men an hour and a half a day; 
certainly not orthodox but no critic has 
yet been found. . . . Dunlap C. Clark, 
president of the American National 
Bank of Kalamazoo, Mich., issues a 
message each week to the customers 
who call at the bank and posts it con- 
spicuously in the lobby; the bank opened 
in November, 1933, and in eleven 
months had over three million in de- 
posits; it would seem that people do 
like that personal touch... . 


One of the most informative and 
understandably written little booklets 
issued by a bank to its customers is 
“Banking Business” distributed monthly 
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by the Harvard Trust Company, Cam- 
bridge... . A recent bank ad pub 
lished in Florida newspapers around 
Christmas time showed plenty of snow 
and more snow falling; nothing like 
making the fortunate visitors from the 
North feel at home. . The article by 
I. I. Sperling, assistant vice- president 
of the Cleveland Trust Company in the 
January issue of Banking (not an adv.) 
is one of the most outstanding con- 
tributions to bank advertising of the 
day; every exec. should read it. 
Radio seems to be coming into favor 
and Stephen H. Fifield, assistant vice- 
president, Barnett National Bank, Jack- 
sonville, Florida, one of the newest ‘users, 
feels “very much encouraged” by the 
results. . Christmas, 1933, found 
the Dime Savings Bank of Brooklyn, 
N. Y., pleasing its patrons with carols 
sung from the dome of the bank by 
the Dime Glee Club; so impressive was 
this that Christmas, 1934, found the 
singers back again and singing not only 
to the bank’s patrons but over the 
radio as well... . 


Item from the FAA Bulletin of 
January, 1935, “An increase of 10 per 
cent. of new ordinary life insurance 
was written in 1934 over 1933. Does 
this mean anything to New Business 
Managers?” . Another item from 
the same publication, “Floyd B. Olson 
was re-elected governor of Minnesota 
on his Farmer-Labor platform which 
included the following planks: Public 
ownership of factories, packing plants, 
banks, transportation, communication, 
mines and water power.” . Possibly 
with a consistent plan of educational 
advertising and publicity there wouldn’t 
be any Big Bad Wolf (Public Owner- 
ship, not Mr. Olson). . . . Through 
the co-operation of Dr. Harold Stonier, 
educational director of the American 
Bankers Association, the report of the 
Customer Relations Clinic held in con- 
junction with the ABA Convention in 
Washington is now available; this is a 
follow-up of the original textbook pre- 
pared by members of the Financial Ad- 
vertisers Association ...and_ well 


worth the study of any bank any 
place at all times. 


The Detroit Savings Bank is circulat- 
ing a chart (acknowledgment to Col. 
Leonard P. Ayers, Cleveland Trust 
Company) showing a Century of Busi- 
ness Progress; all the depressions, panics, 
prosperities are there in colors and the 
hills and valleys are not only imposing 
but speak plainly to the statistically 


minded . . . the chart shows that we 
may expect another large recovery in 
1936 . . . well, novelty is the spice of 
life. . . . The National Bank of Topeka 


(Kansas) in an ad entitled “The Key 
To Progress” pictures a sizable key 
entirely composed of a crowd of people; 
and very striking it is, too. . .. The 
Security National Bank (North Caro- 
lina) marches forward with its explana- 
tory campaign; the 41st to the 45th of 
this series are dedicated to the Share- 
holders, the Personnel, the Depositors, 
the Borrowers, and the Community; 
that’s consistent continuity for you. . . . 
The First Wisconsin National Bank of 
Milwaukee in a travel ad_ headed 
“Where Away?” has three jolly cartoon 
sailors with placards that mention sum 
mer in South America; romantic 
Mexico or West Indies; the Canal to 
California; oh, wurra, wurra, for the 
life on the bounding main... . 


The Irving Trust series, a “contribu- 
tion to sound public thinking about 
banks and banking” climbs up over the 
60 mark and more power to it. 
Speaking of merchandising, commercial 
banks in their field might take a leaf 
from what the Morris Plan banks, i 
dividually and collectively, are doing in 
theirs. . . . The Santa Barbara branch 
of the Security First National Bank of 
Los Angeles is indulging in a mighty 
fine historical campaign. . . . Brown 
Brothers Harriman continues its innova: 
tion of a private banker telling the 
se: what private banking is all about. 

The First National Bank, Spokane, 
is another one with an historical cam 
paign under way with “The Test Of 
Time” series, “a series of events in 
the career of a modern banking in 
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stitution.” . . . A statistical service, “The 
Outline of Business” is advertised by 
the Central United Bank, Cleveland, 


and presents a month to month picture 
to statistically-minded Cleveland busi- 


ness men. ... 


History Might Repeat Itself 


A Few Casual Glances Into ‘Financial Advertising in 1929,” a Book 
Edited by Richard F. Durham and Introduced, About 
That Time, by The Bankers Publishing Company 


@Here is a sure way for the business 
man to make money—just as sure now 
as it was in 1929. As explained by 
the Industrial Trust Company, Provi- 
dence, R. I., “2 per cent. Ten Days 
Net Thirty Days” is equal to an annual 
interest rate of thirty-six per cent. These 
facts, brought out in the head, sub- 
head, and illustration are amplified in 
the copy. “Across the calendar every 
executive might well write the words 
‘2 per cent. ten days—net thirty days’ 
and for emphasis, underscore it.” (In 
fact, that describes the illustration to a 
“T.”) The copy continues, “There is 
one way to be in a position to take 
advantage of discounts—keep an ade- 
quate balance in your checking account. 
There are other decided advantages of 
a substantial balance. Come in and 
let us explain them. You are welcome 
any time.” 

This is good, driving commercial 
copy extending as it does a suggestion 
helpful to the business man and ap- 
proaching the subject of discount from 
an interesting point of view. Perhaps 
business men today would be attracted 
by this and the “other decided ad- 


vantages of a substantial balance.” 


@Back in 1929 New York State was 
one of the richest markets in the coun- 
try, and even with the depression and 
all, it still is. The Marine Trust Com- 
pany of Buffalo, exponent of regional 
banking through its affiliates in the 
Marine Midland Group, was then aptly 
advertising that “Corporations with a 
national selling organization are rapidly 
revising their banking habits. As busi- 
ness breaks down into natural market- 
ing divisions, sales-minded treasurers are 


quick to look for outstanding banks in 
each area to add to the efficient per- 
formance of each divisional machine. 

“Regional banking is a natural com- 
plement to regional selling. Because of 
its intimate contact with the commerce 
and industry of its territory, a regional 
bank is in a position to give valued 
assistance to any corporation doing busi- 
ness within that territory. 

“A hundred largest national corpora- 
tions doing business in the Buffalo area 
have already enrolled the Marine to 
further their local interests.” 

This good argument has stood the 
test of time, and time is indeed the 
acid test of an advertisement. 


@ New England has been noted for its 
stability in times of depression. Be- 
fore the depression was much more than 
a dot on the horizon, the National 
Shawmut Bank of Boston ran a series 
of outstanding commercial advertise- 
ments, horizontal half pages too, in 
metropolitan papers and carrying most 
persuasive messages regarding the ad- 
vantages of New England as an indus- 
trial location. New England, for ex- 
ample, “produces over 30 per cent. of 
the nation’s manufactured value in 21 
important industries. In eleven of these 
industries, she produces over 50 per 
cent. of the total. More than 200 
manufactured lines comprise her wide 
diversity—amounting to over six billion 
dollars. Most of the raw materials 
come from other parts of the country.” 
Even more impressive statistics were 
mentioned, finally winding up with the 
statement that a banking connection 
with the Shawmut would be profitable 
and otherwise enjoyable. It wouldn't 
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be at all surprising if, as we approach 
another boom (we've heard that from 
several unquestionable and diversified 
sources), New England could offer quite 
as much now or in the near future as 
it has in the past. 


@ The Pacific National Bank of Seattle 
went about inviting business executives 
to consult them regarding commercial 
requirements in a decidedly human 
fashion. One of their ads headed “Who 
shall I say wants to see him? is AN 
UNFAMILIAR QUESTION” goes on 
into copy that rings  sincerely—an 
achievement that many strive towards 
but few reach. 

“Officers of this bank are not hard 
to . . personally. There are no 
private offices .. . and the Chairman 

. or the President ... or any of 
the department heads . . . are quite as 
likely to greet you at the entrance . 


see . 
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as they. are at their conveniently acces- 
sible desks. They are a group of busi- 
ness executives. ... like yourself .., . 
with interests similar to yours . . . and 
they. realize that their interests are best 
served by serving your interests. Not 
alone will you welcome this ease of 
access . . . but you will appreciate their 
sympathetic understanding of, and in 
terest in, the problems of modern busi- 
ness. We invite you to discuss your 
problems with them whenever you feel 
the need of comprehensive co-opera- 
tion. 


@ It may be that we are entirely wrong, 
but it would seem that some good 
strong merchandising on the part of 
bankers today would pretty well pay 
for itself in a remarkable short time. 
It has worked before and, unless human 
nature has radically changed, it should 
work again. 


How Banks Are Advertising 


GA gentleman who is becoming well 
known around Nashville, Tennessee, be- 
gins to look as though he would go 
down as another of those outstanding 
characters in the history of bank ad- 
vertising. His name is Jim Blunt and 
his job is similar to the Citizen’s and 
Southern’s Man-on-the-Street. Jim 
Blunt, who is Mr. You-and-Me, will 
eventually cover every possible contact 
with the services of the bank and adds 
that necessary human interest touch to 
educational copy. Moreover, he’s a 
builder of continuity. Jim Blunt be- 
longs to The American National Bank 
of that city, and in three recent ad- 
vertisements he initiates his good work. 
One ad headed “Successful customers 
make a successful Bank” allows Jim 
Blunt to tell how he went into the 
American National the other day and 


DEPOSIT 
1933 
1934 


30, 
ah, 


Increase $10,807,900.76 


noticed their statement showed a gain 
in deposits of ten million dollars in the 
past year. He wondered about it and 
was told: 


ee 


. that the bank was an integral 
part of the community it served, and 
the bank’s statement was a reflection of 
the success of its customers. For in 
stance, they told me that the success of 
my business was shown in that state’ 
ment. Was I proud?” 


This is just an example of the way 
in which Jim Blunt will conduct him- 
self. And a pretty good way, too, of 
arousing interest in a bank statement. 
And incidentally, the published state: 
ment of the American National ties in 
with this human interest copy for after 
the usual resource and liability tabula: 
tions it says: 

INCREASE 


$29,723,668.61 
$40,531,569.37 


In One Year 


This tremendous increase In Ome Year is a wonderful tribute to the 
service furnished Nashville and the Central South by this bank. 
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Which looks very well on the state- 
ment and leads us to wonder if per- 
haps every time a statement is published 
if some item such as Government Se- 
curities, or Loans and_ Discounts, 
couldn't be similarly treated at appro- 
priate times so that the general public 
might learn a little more about the 
various items of said statements. 

Another advertisement featuring Jim 
Blunt relates the tale of a check on a 
Los Angeles bank that he was deposit- 
ing. He wonders how long it will 
take to get a report on the check and 
instead of the four days he had antic- 
ipated, the teller surprises him by say- 
ing that they'd have a report the next 
day. The teller explains that via the 
airplane and telegraph this can be done. 
“Whew,” says Jim Blunt. “That's some 
service! Here I was figuring on days 
and the American is doing it in hours. 
And hours are important to me. 

You know, as I learn what the Ameri- 
can does behind the scenes to serve 
business men like me, the more I am 
pleased with my selection of my bank.” 


GA new Cleveland Trust Company 


series has the running head “DI 
Beet LY OR INDIRECTLY 
EVERYBODY USES BANK SERV- 
ICE EVERY DAY.” Any one of this 
series will serve as an apt illustration 
of the others. For example, the one 
showing a vacuum cleaner running over 
a rug—the copy reads: 

“As The Cleaner Runs Over The 
Rugs . . . give a thought to the details 
of modern banking service that helped 
make possible your use of this and 
other household labor-saving devices, and 
made Cleveland a center of the elec- 
trical appliance and lighting industry. 

“Commercial banking helped make 
these labor and sight-saving develop- 
ments possible, from the laboratory to 
the user. Foreign exchange, letters of 
credit, checks for payrolls, financing the 
finished article from maker to consumer, 
all involved bank and bank 
credit. 

“Our service to the electrical indus 
try is typical of that rendered to other 


service 


branches of American business in the 
Fourth Federal Reserve District.” 
Other advertisements of this series 
take up the banking steps integrated 
with placing clothes on the market- 
or in the manufacture of automobile 
parts for which Cleveland is famous 
and so on. This particular campaign 
is umique as it places the part that 
banks play in our modern civilization 
not only before those who have bank- 
ing connections of one sort or another, 
but to the thousands who do not and 
who think that because they themselves 
have no use for a bank that the bank 
has no particular use for them. It is 
likely that more people haven't bank 
accounts than have them, but all sorts 
of people must be won to the side of 
good banking if public opinion is to 
be guided in the right and proper chan- 
nels for the good of all concerned. 


@ One way to get folks to read your 
ads is to give them something they 
want to read. The Mechanics National 
Bank, Providence, R. I., runs a full 
column in the newspapers there filled 
with short items about various oddities, 
quirks, and what nots. Under the 
heading “What’s The World Coming 
To?” one ad listed “Rubber shoes for 
horses; A meal in a teaspoon; Bank 
robber rides away on bicycle; Non- 
smokers endorsing cigarettes; Knee ac- 
tion razor to glide over warts and 
dimples; Speed demons stopped by spike- 
studded carpets’—to mention but a 
few. The bank’s name is, of course, 
right in the midst of it all as plain as 
day, and it believes that by this means 
they at least impress their name on 
many people who otherwise would skip 
bank ads. 

We mentioned last month a mailing 
piece sent out by the State Street Trust 
Company, Boston, Massachusetts, and 
it has been interesting to see just what 
sort of promotional material this bank 
uses to back up its preliminary mailings. 
The five samples which Ralph M. East- 
man, vice-president of the bank, so 
kindly forwarded to us as “master” 
booklets on trusts, agencies, will-making, 
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life insurance and business insurance 
trusts are indeed attractive approaches 
to these subjects. Four of them have 
forewords by Allan Forbes, president 
of the bank which, besides being a 
touch complimentary to the recipient, 
ties in with the mailing pieces also 
signed by him. “What A Trust Can 
Do,” in twenty-four pages bound in a 
blue-gray cover, gives a detailed out- 
line of the plan “devised by the best 
minds of a past generation for the pro- 
tection and improvement of Capital in 
all its forms.” “Business Insurance— 
Stabilizing Business Interests Through 
Insurance Trusts” does the same sort of 
thing for the perpetuation of business 
management in its twenty-four pages. 
The Agency Service pamphlet takes up 
investment problems, goes on through 
the safety and dependability features, 
points to “whom it can serve” and 
winds up outlining two types of agency 
service—one, the largely mechanical, 
and the other (for a slightly higher 
fee), advisory as well as mechanical. 
“The Life Insurance Trust” is an ex- 
cellent introduction and _ thought-pro- 
ducer on that subject. The fifth book- 
let is one of the most attractive that 
has come our way. It is entitled “Will 
Making—the Chart of an Estate.” Cov- 
ered in white velour, it briefly intro- 
duces the subject and then presents some 
of the main things to be considered. 
For example, “Personal Effects,” it 
points out, should be specified so as to 
avoid possible dispute—and the book- 
let leaves space for one to jot down a 
few of these along with the beneficiary. 
Similarly with cash bequests, real es- 
tate, life insurance, business interests, 
investments and so on. In each case, 
questions are asked and space provided 
for the answers. The effect of the 
whole booklet is that the trust com- 
pany can be of great help in charting 
an estate and is capable of sincere 
guidance and interest in so doing. 


@ The Plainfield Trust Company, Plain- 
field, N. J., is trying its best to do its 
part in stimulating needs for credit. 


One of their advertisements headed 
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“Credit Is a Financial Reservoir” asks 
the reader to imagine doing business 
by exchange and barter and explains 
that “New Jersey's factory products— 
cotton from the South or far away 
Egypt—wheat from Montana, Russia or 
the Argentine—what will you from 
Earth’s farthest corners—Credit moves 
them all and that is why Credit is not 
to be lightly handled.” Another, headed 
“Credit Where Credit Is Due” (neat, 
what?) tells of the loaning policy of 
the bank, and winds up with “Where 
credit is due we are ready at all times 
to extend it to promote the prosperity 
of our individual customers and of the 
community as a whole.” 


The Williamsburgh Savings Bank, 
that indefatigable salesman of saving, 
has a new campaign under the running 
head of Life Problems—Life Problem 
No. 1 shows a factory burning down 
and tells the story of the worker in 
that factory who woke up the next 
morning without a job but, as he had 
learned to save, it wasn’t as bad as it 
might have been. Life Problem No. 2 
shows a kindly middle-aged-plus lady 
turning down the gold-brick salesman 
and tells the story of the life insurance 
money which was in the savings bank 
away from “friends” with their “nice 
little businesses” and their “gilt-edged 
stock.” Like most of the larger Wil 
liamsburgh ads, the illustrations are two- 
thirds of the space, and the copy is 
short, pithy and complete. 


@ The Equitable Trust Company, Balti 
more, Md., adds its weight to the list 
of those banks merchandising their com: 
mercial department. One of their ad- 
vertisements in this series headed “A 
RECORD, Free From The Spectacular” 
points to the consistent, steady and 
solid growth of the bank—and suggests 
that because of this conservative progress 
Baltimore business men have found a 
type of banking that both protects and 
advances their business interests. The 
ad then “invites applications for loans 
from responsible, well-managed concerns 
whose progress will contribute to Balti- 
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more’s payrolls and profits. Another of 
the series headed “We Want To Make 
More GOOD LOANS?” starts off “No 
sound, well-managed business which can 
make good use of a loan need feel 
hesitant or apologetic about asking for 
it at the Equitable. We invite such 


applications. We want to make such 
loans.” 

Well, what with the Equitable, and 
all the other banks advertising for loans, 
it would seem that the banks were not 
only trying to help business, but trying 
to help business help itself. 


Here and There 


A Symposium of Opinions 


“We are all living under the same 
financial roof—when it leaks we all 
get wet. To get out of the depression 
is going to be through a process of co 
operation. Common sense and courage 
is the spirit that made America and 
common sense and courage will save it.” 
—Francis M. Law, Immediate Past 
President, American Bankers Associa- 
tion. 

* * 

It is important that the public should 
have a fair idea, rather than a mere 
prejudice, with regard to their banks 
as they are organized and operated at 
the present time. 

“A great challenge is presented to 
the bankers of America in this highly 
trying and critical period in banking 
history. If they have a_ reasonable 
measure of sympathetic understanding 
and co-operation on the part of the 
Government and the public (and this 
understanding and co-operation are es- 
sential), I have no doubt that this chal- 
lenge will be met.”.—Guy Emerson, 
Vice-President, Bankers Trust Company, 
New York. 

x * * 

“Public and customer relations is one 
of the most vital factors in bank man- 
agement. The smart bank executive 
realizes this and is making every effort 
to improve this relationship. Banking 
is a public trust. Our success is de- 
pendent upon public confidence. We 
should, therefore, make the operation 
of our bank—from both the technical 
and practical standpoint, an open book 
to our customers. Whether we will 
or not the public today is demanding 


to know more of the details of bank 
operation. . . . It would be the part 
of wisdom on our part to provide and 
supply this information rather than to 
have them get it from some other 
source, and perhaps an_ unfriendly 
source. A public thoroughly informed 
as to the various functions, services and 
obligations of banking, is the greatest 
safeguard the banking industry can 
have. Knowledge builds confidence.”— 
Maurice L.  Breidenthal, President, 
Kansas Bankers Association. 
tee 

Speaking on the financial advertising 
outlook for 1935, A. R. Gruenwald, 
advertising manager of the Marshall & 
Illsley Bank of Milwaukee and chair- 
man of the general research committee 
for the Financial Advertisers Associa- 
tion, finds encouragement because: 

“Of members reporting, 64 per cent. 
plan at least to maintain the advertis- 
ing pace of 1934; 24 per cent. will in- 
crease their appropriations; 4 per cent. 
will decrease while 8 per cent. have 
not completed plans. 

“The majority of these banks plan 
to run informative and educational bank 
campaigns; about one-third will adver- 
tise for loans; 14 per cent. will pub 
licize savings and 12 per cent. trusts. 
Many banks will continue to train their 
staffs in the essentials of sound customer 
and public relations. Others have such 
plans under consideration. It is signi- 
ficant that results from advertising, con- 
structive plans and increased appropria- 
tions for 1935 are reported particularly 
by members whose managements are 
described as ‘public-minded bankers.’ ” 
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A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
AND MODERN BANK EQUIPMENT 


The “Coin-a-Day” Savings Plan for Banks 


ANY plans have and are being 
M used by banks to increase sav- 
ings deposits. Some of them 
do their work well because a new de- 
positor likes the gift idea well enough 
to open a savings account in order to 
procure it. Most of these accounts, 
however, do not grow very fast nor 
very large. It is found that the in- 
tended number of new accounts has 
been opened with small expense, but 
usually it follows that the item has 
fallen down in its intended purpose by 
not having converted small accounts into 
large ones, and finally build sound, de- 
pendable ones. 
While it may be helpful to offer some 
inducement to procure new savings de- 
posits, it is also quite necessary that 


the expense involved be compensated 


by substantial, constantly increasing 
business to justify it. 

The Coin-A-Day plan for encourag- 
ing thrift; opening permanent new 
accounts and promoting constantly in- 
creasing deposits, is one of the newest 
business builders you can employ. It 
embodies many desired features neces- 
sary to the building of new deposits. 

It offers a worthwhile and practical 
article—a guaranteed electric clock for 
living room mantel, bedroom table or 
kitchen shelf. To procure it, however, 
the new customer must obligate himself 
to save at least 25 cents a day for one 
year. He can be impressed with the 
ease of the procedure when told that 
such small change as slips through his 
fingers, almost every day, for unessential 
things, can be made to build a nice 
little “nest egg” for a “rainy day.” 
Should he forget his obligation, the 
Coin-A-Day clock will gently remind 
him, every twenty-four hours by a con- 
stant buzzing, that it’s time to make 
the daily deposit. The buzzing will con- 


284 


tinue until the deposit has been made. 

The key to the coin-box is retained 
by the bank which is assurance that the 
money deposited in the clock will be 
brought to the bank and the money 
therein deposited to the credit of the 
account. The coin-box is then returned 
to the customer, which in turn is in- 
serted in the clock to receive the next 
month’s deposit. 

To keep a tally on Coin-A-Day 
clocks thus given out, a card may be 
provided along these lines: 


LOAN RECEIPT 

I hereby acknowledge receipt in good 
order of a Coin-A-Day electric clock, which 
I understand is to be ‘used by me for the 
purpose of accumulating a sum equal to 
25 cents per day for a period of at least 
one year, totaling $91.25. | 

Each month I will bring to the bank the 
coin-box containing the deposits and the 
amount therein shall be credited to my 
account. In the event I fail to comply with 
these terms, I forfeit my right to the. pos 
session of the clock. 


Signed 


A NEW SELF-ILLUMINATING 
MAGNIFYING GLASS 


Tees Inspect-O-Scope is the newest 
device on the market for enabling 
bank tellers, and all who handle 
currency and checks, to decide which 
are good from those which aren't so 
good. It has been placed in use by many 
of the largest banks in the country. 

It is a scientifically constructed magni 
fier, which by using the condenser prin- 
ciple, illuminates its own field of view 
to double the brightness of the sur’ 
rounding space. Furthermore, it is the 
only magnifier on the market giving a 
stereoscopic effect and preserving the 
full color effect when used in daylight. 
It shows details in clear outline with 
out distortion. 
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Another feature of the glass is that ination, but yet, in itself, it is only 
it is large enough to bring into relief a a few inches high and slightly larger 
sizable part of the object under exam- than a silver dollar in circumference. 


The Avenue “J” branch of the Mechanics Bank, now a branch of the Brooklyn 
Trust Company, Brooklyn, N. Y. Chas. A. Holmes, architect, New York, formerly 
of Holmes and Winslow. 





LETTERS TO THE EDITOR 


R. A. Lester Defends His Article on Service Charges 


Editor, THE BANKERS MAGAZINE: 

I have read with some interest and 
astonishment O. Howard Wolfe’s letter 
and William H. Roche’s paper, both 
of which attack my article on the ques 
tion of service charges which appeared 
in your August issue. 

Mr. Wolfe seems to suffer from the 
misapprehension that I advocate social: 
ization of the banks. Let me say that 
is untrue. I simply referred to the 
various proposals that’ have been prov 
pounded by Senator Cutting, Irving 
Fisher, Lauchlin Currie, a group of 
Chicago economists, as well as a number 
of bankers, to prohibit the multiple 
expansion and contraction of checking 
accounts by commercial banks—to have 
commercial banks operate on the same 
principles as savings banks which do 
make loans. However, I have written 
on this subject elsewhere, and there is 
no need to labor it here. 

Let me say right here, however, that 
Mr. Roche might profit by reading 
Fisher, Currie or some _ elementary 
textbook on banking, such as Rufener, 
A. C. Phillips or Neiswanger’s excel- 
lent article on “Expansion of Bank 
Credit” in the June, 1933, issue of 
The American Economic Review, since 
he naively assumes that I am merely 
juggling words when I say that com- 
mercial banks, by lending their credit 
in the form of checking accounts, can 
make loans many times larger than the 
amount of cash which has been de- 
posited with them. I do not mean to 
be sarcastic, but it is common knowl- 
edge that member banks can loan many 
times the amount of their reserves and 
that they can build up their reserves by 
cash deposits in the Reserve banks. 
That fractional reserves permit a pyra’ 
miding of checking accounts on a small 
cash base is not news. Even The 
Saturday Evening Post in a _ recent 
editorial recognized the implications of 
this fact. 

Mr. Roche pleads: “Now please— 
286 


above all—let us be practical in this 
discussion.” I suggest some realism, 
and I would call his attention to an 
article on “The Segregation of Bor- 
rowed Deposits” in your January issue, 
where the author plainly sets forth the 
distinction between “borrowed” or “de- 
rivative” deposits which “result from a 
simple exchange of promises” and “pri- 
mary” or real deposits. Incidentally 
he also points out the favorable treat- 
ment that the former type of deposits 
receive in case of liquidation of the 
bank. 

It is no answer to say, as Mr. Wolfe 
does, “that less than 10 per cent. of 
the depositors (in number or dollar 
amounts?) of a bank borrow money at 
any time.” Would he condone injustice 
on the ground that the favored class 
is but a small fraction of the total 
population? Of course, the fact is, as 
the author of “The Segregation of Bor- 
rowed Deposits” states, that “most of 
the bank deposits of the country are 
borrowed.” Mr. Wolfe complains that 
during the past three years the banks 
have not been “benefiting” from the 
creation of bank credit. Is that the 
fault of the small depositors? Should 
they be made to shoulder, by severe 
service charges, the losses of banks on 
their loans and investments—losses, at 
least in part due to the scramble for 
reserves and liquidity with the resulting 
collapse of bank credit? 

The “actual figures” which Mr. 
Wolfe so arduously sets down are in 
teresting but somewhat beside the issue 
in question. I am not discussing the 
actual cost to a bank of handling cus 
tomers’ checks, but rather the prevalent 
method of analyzing a bank’s income 
from a “primary” deposit—the income 
which is to be compared with the actual 
cost in order to arrive at a net figure. 
Incidentally, in my first article I quoted 
statistics that showed the cost of han- 
dling $100 of bank business fell over 
20 per cent. during a period when 


oe 0 


am 6 62 2 O& Ge eee oO CO. 


> a) aie ante, ee 





eee ree ee —————————— 


LETTERS TO THE EDITOR 


287 


EEE 


service charges were, in general, in- 
creased. However, I am not disputing 
the fact that it costs banks to handle 
customer items and I do not “assume 
that such expenses should be borne by 
the stockholders out of their capital 
investment.” I contend that customer 
accounts which some bankers inno- 
cently assume to be unprofitable would 
really prove to be profitable if properly 
analyzed, and vice versa. I simply 
maintain that a $100 balance resulting 
from a “primary” deposit is more valu- 
able to the bank and enables the bank 
to earn a larger income than a $100 
balance resulting from a “borrowed” 
deposit. And I further maintain that 
it is incorrect to assume, as Mr. Wolfe 
does, that a bank’s total income from 
$500,000 on baiance in “primary” de- 
posits can be accurately calculated by 
simply deducting a 15 per cent. reserve 
($75,000) and applying a 4 per cent. 
rate of interest to the remainder. It is 
not so simple as that. These “primary” 
deposits on the liabilities side of the 


bank’s balance-sheet build up cash and 
reserves on the assets side, and $500,000 
worth of assets in the form of cash 
and reserves will permit banks as a 
group, though often not individually, to 


make loans (increase earning assets) 
in the form of checking accounts up to 
approximately $5,000,000. Reserves set 
the limits to bank credit expansion. 

In trying to get around the fact that 
service charges are often twice what 
it would cost to borrow the balance 
and avoid the charge, Mr. Roche posits 
a “hypothetical case” in which he 
supposes that all small depositors bor- 
rowed their deposits in order to “carry 
profitable accounts.” Since he baldly 
assumes without proof that such bor- 
rowed accounts would be “profitable,” 
it is no wonder he arrives at the con- 
clusion that “the bank would have no 
unprofitable accounts and in addition 
would have a much wider field in 
which to extend credit and employ its 
funds.” And where does such a bank 
get all its “funds” which it employs 
and with which it extends all these 
loans? The answer, of course, is that 


Mr. Roche has forgotten all about 
reserves and such things. He overlooks 
the fact that borrowed deposits use up 
the bank’s reserves and weaken its re- 
serve position. To use his own words, 
Mr. Roche has not presented “a clear 
view of the complete picture.” 

Perhaps he believes that the borrowers 
supply the reserves for their borrowed 
deposits, since he adds that “the deposi- 
tor who borrows is not only depositing 
his own cash (if he had so much cash 
or expected to have so much cash, why 
then did he borrow from the bank?) 
received in the regular routine of busi- 
ness . . . ,—which would, of course, 
be deposited, and not borrowed, de- 
posits. Mr. Roche even goes so far 
as to assert that the 20 per cent. bank 
balance, which he claims “most” banks 
require borrowers to hold at all times 
against a loan as well as an additional 
balance to compensate for activity 
(where, oh where, does he find such 
figures?), “remains for the bank to earn 
additional income.” How can a bank 
earn an additional income on that por- 
tion of a borrowed deposit remaining 
in the bank? Does Mr. Roche believe 
that there are no limits to the amount 
of checking accounts that banks can 
lend to their borrowing customers? . In 
short, how can a bank reloan a bor- 
rowed deposit; and again, what about 
reserves? I could go on like this for 
pages exclaiming with astonishment at 
many other bald assertions contained in 
Mr. Roche’s article, but what is the 
use? 

In conclusion Mr. Roche discusses 
the “task which faces our bankers in 
educating their depositors” and says 
that, from his own experience, he has 
found the great majority of small de- 
positors to be satisfied to pay service 
charges, “if enough time is spent with 
them to educate them as to why a 
service charge is necessary on their 
account, and how it is computed.” 
Speaking of computation, one wonders 
whether the small depositors are the 
only ones who need to be educated. 

RICHARD A. LESTER. 
January 26, 1935. 
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BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


@The Chase National Bank, New 
York, retained its position as the largest 
bank in the country in 1934 with total 
deposits of $1,709,792,375, while twenty 
other New York City commercial bank- 
ing Organizations ranked in 1934 among 
the largest 100 banks in the country, 
according to a compilation prepared by 
“The American Banker.” 


@The National City Bank with de- 
posits of $1,394,604,308 was second and 
Guaranty Trust Company was third 
with $1,260,064,445. The Bank of 
America N.T.&S.A., of San Fran- 
cisco, was fourth on the list and the 
Bankers Trust of New York City was 
sixth. The First National Bank, Chi- 
cago, was the only Mid-Western bank 
in the first ten largest banks. New 
England contributed the First National 
Bank of Boston. J. P. Morgan & Co., 
and Drexel & Co., of Philadelphia, 


ranked seventeenth. 


@ The senior officers of the Chemical 
Bank & Trust Company, New York, 
gave a dinner to Percy H. Johnston, 
chairman, and Frank K. Houston, presi- 
dent, at the Union Club January 21. 
Appropriate testimonials were presented 
to Mr. Johnston and Mr. Houston by 
the officers. 

Those attending, in addition to the 
guests of honor, were Robert Walton 
Goelet, senior director of the bank, and 
Messrs. N. Baxter Jackson, Joseph A. 
Bower, Joseph Adams, LeRoy W. 
Campbell, Wilbur F. Crook, J. Lowry 
Dale, Harold H. Helm, George C.. Hoff- 
man, John A. Hopper, M. D. Howell, 
Clifford P. Hunt, Samuel T. Jones, 
Barret Montfort, Wandell M. Mooney, 
Paul Partridge, Gilbert H. Perkins, 
John D. Perry, Robert D. Scott, Henry 
L. Servoss, Samuel Shaw, Spencer Tun- 
nell, Jr., and. Gilbert. Yates. 


@ Election of C. N. Erling to be as- 
sistant cashier of Citizens National 
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Trust & Savings Bank of Los Angeles 
was announced by Herbert D. Ivey, 
president, following the January meet- 
ing of the board of directors. Mr. 
Erling has been a member of the Citi- 
zens’ staff since 1907, when he entered 
the bank as a messenger. His advance 
in the commercial division of the bank 
was steady until his transfer in 1924 
to the Citizens Los Angeles Company, 
at that time the securities afhliate of the 
bank. Mr. Erling served as secretary- 
treasurer of the company until it dis- 
continued operation in 1933, under pro- 
visions of the Banking Act of 1933. He 
has since then been in charge of the 
bond department opened within the 
bank. 


GA meeting of American Bank and 
Trust Company, New Orleans, stock- 
holders will be held February 20 to 
amend the bank’s articles of incorpora- 
tion to permit increasing the institution’s 
capital from $1,000,000 to $2,500,000, 
according to a resolution announced 
after action by the bank’s directors. 

John Legier, president of the institu- 
tion, asserted that the proposed increase 
in capital and the present capital and 
$500,000 surplus of the bank will fur 
nish it with a total capital structure of 
$3,000,000. Mr. Legier said that the 
increase is justified by the “continuous 
growth of deposits” recently. 


GA gain of more than $32,000,000 in 
deposits, after voluntarily paying off 
nearly $12,000,000 of postal deposits, 
was reported January 16 by Harris 
Creech, president of the Cleveland 
Trust Company, at the annual meeting 
of stockholders. Total deposits of. the 
bank, largest in the Fourth Federal Re- 
serve district, are now in excess of 
$263,000,000. 

Mr. Creech also reported net earn 
ings of $2,399,462.92 for 1934, which 
compares with $2,472,535.19 in 1933. 
The current profit, he said, was placed 
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in the undivided profits account and 
transferred to reserves for possible losses. 
In addition, he said, $3,500,000 was 
transferred from surplus to reserve to 
be applied to ascertained losses. The 
present unapplied reserve is’ $2,882, 
255.27. 

All directors were re-elected and at 
the organization meeting of the board 
which immediately followed the share- 
holders’ meeting, all officers were re- 
elected. 

In addition, the following assistant 
vice-presidents were advanc sed to vice- 
presidents: E. W. Burdick, W. S. Goff, 
J. H. L. Janson, George F. Pryor and 
H. R. Templeton; R. M. Bourne and 
Frank E. Gibson, Jr., assistant treasurers, 
were elected assistant vice-presidents as 
was James Luke. W. E. Atkinson 
was named assistant treasurer and Fred 
L. Emeny, assistant trust officer. 

H. H. Butler was designated manager 
emeritus of the Detroit-101st office 
the company and E. R. Longdyke, as- 
sistant manager, was advanced to man- 
ager of that branch. M. B. Cowles was 
appointed assistant manager of the 
Euclid‘ Windermere branch and D. J. 
Snell, assistant manager at the St. Clair- 
105th branch. 


@ At the annual meeting of the board 
of directors of the Chicago Title and 
Trust Company, held January 16, 1935, 
all officers were re-elected to their re- 
spective offices with the exception of 
Harrison B. Riley, who has retired from 
the chairmanship of the executive com- 
mittee. Mr. Riley continues to be a 


director of the company and will act as 
special counsel. 


@Frazar B. Wilde, 
secretary of the Connecticut General 
Life Insurance Company, has been 
elected a director of the Commercial 


National Bank and Trust Company of 
New York. 


vice-president and 


@Herbert P. Howell, president of the 
Commercial National Bank and Trust 
Company of New York, said last month 
in his annual report to’ shareholders: 


“The statement of the The Commercial 
National Bank and Trust Company of 
New York, which is submitted to you 
at this time, reflects the condition of 
the bank at December 31, 1934. The 
net earnings of the bank for the year 
are $928,855.52 before reserves for 
contingencies and dividends, but after 
ample provision for taxes, interest, and 
expenses. Reserves have been set up to 
cover the maximum liability of the bank 
to the Federal Deposit Insurance Cor- 
poration under the temporary plan for 
guaranteeing deposits, in accordance 
with the requirements of the Banking 
Act of 1933. 

“After transferring $171,975.87 to 
reserves for contingencies and after the 
payment of $560,000 in dividends, capi- 
tal funds amount to $14,644,658.46 
exclusive of reserves which exceed any 
contingencies foreseen at this time.” 


Following the regular meeting of the 
board of directors of the Fidelity Union 
Trust Company, Newark, N. J.. held 
January 10, it was announced that 
C. Leroy Whitman and Charles F. 
Ellery had been elected assistant vice- 
presidents of the company. Mr. Whit- 
man was formerly assistant secretary- 
treasurer of the company in the com- 
mercial banking department and Mr. 
Ellery, who is president of the Ameri- 
can Institute of Banking, was formerly 
assistant trust officer and is in charge 
of the real estate and mortgage depart- 
ment. 


GA. P. Giannini was re-elected chair 
man of the board and president of 
Bank of America N.T.&S.A., two 
new directors were elected to fill va- 
cancies on the board, and all other 
officers and directors were re-elected at 
the annual stockholders’ meeting and the 
organization meeting of the board held 
in San Francisco on January 8 

L. M. Giannini, who was re-elected 
senior vice- president of Bank of America 
N. T. & S. A., was also elected president 
of Bank of America (California). 

Ten other officers of Bank of America 
N. T.&S. A. were elected to the fol- 
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lowing offices with the Bank of America 
(California): Hugh L. Clary and A. E. 
Connick, vice-presidents; Russell G. 
Smith, cashier; P. C. Read, auditor and 
chief inspector; R. P. A. Everard, 
secretary; C. Carl Myers, assistant 
cashier and assistant secretary; Edmund 
Nelson, vice-president and trust officer; 
P. M. Harwood, trust officer; L. Rass- 
mussen and William C. Koenig, as- 
sistant trust officers. 

A. J. Gock, Hugh L. Clary, A. E. 
Sbarboro and George J. Panario, vice- 
presidents of the national bank, were 
elected directors of Bank of ‘America 
(California) succeeding four senior ex- 
ecutives of the Bank of America N. T. 
&S.A., who will devote their entire 
attention to the national bank in future. 
The four senior executives are: A. P. 
Giannini, Dr. A. H. Giannini, Arthur 
Reynolds and Leon Bocqueraz. 

The directors elected to fill vacancies 
on the board of Bank of America N. T. 
& S.A. are John A. Corotto and Fred 
L. Dreher, who were formerly directors 
of the Bank of America (California). 

Sixty-one branches of the state bank 
recently were consolidated with Bank 
of America N. T. @ S. A. and at present 
the state institution has nine branches 
with total resources of ‘$25,431,000. 
Total resources of Bank of America 
N. T. & S.A. amounted to $1,142,323,- 
000 on December 31 last. 


q Aubrey V. Kidd, formerly head office 
accountant and acting auditor of The 
Morris Plan Bank of Virginia, at the 
meeting of the board of directors of the 
bank on January 10 was given full rank 
as auditor. 


@ The entire board of directors of The 
First National Bank of Chicago was re- 
elected at the annual meeting of the 
stockholders last month. 

At the subsequent meeting of the 
board, all of the officers of the bank 
were re-elected and the following addi- 
tions made to the official staff: 

J. H. C. Templeton was made vice- 
president and Austin Jenner and 
Philip M. Riesterer assistant vice-presi- 
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dent. All were promotions from assistant 
cashier. Clarence R. Eichenberger and 
Harvey J. Schluter were made assistant 
cashiers and Paul H. Dunakin and 
Leslie C. Gilbertson were appointed 
personal trust officers. 


@ At the annual meeting of the stock- 
holders of The Morris Plan Bank of 
Virginia, held on January 10 in the 
main office of the bank in Richmond, 
the board of directors was re-elected 
as a whole, with the following mem- 
bers: T. C. Boushall, John H. Cecil, 
R. G. Dashiell, G. W. Diggs, W. P. 
Hazlegrove, Allan D. Jones, A. J. 
Morris, J. M: Penick, R. W. Pitman, 
W. S. Royster, A. J. Saville, E. §. 
Simpson, R. B. Willcox, and Carring- 
ton Williams. 

In his annual report to the stock- 
holders, President Boushall commented 
upon the very successful year the bank 
experienced in 1934, pointing out the 
growth of the bank’s deposits, which 
increased during the year nearly a 
million dollars. 

At the subsequent meeting of the 
board of directors, all officers of the 
bank were re-elected. The list of off- 
cers is as follows: T. C. Boushall, 
president; R. W. Pitman, executive 
vice-president; A. C. Adams, E. B. 
Brower, M. C. Engstrom, L. H. Fair- 
bank, E. N. Plack, H. M. Shugart, 
A. E. Wharton, and L. H. Zehmer, 
vice-presidents; E. P. Mangum, assistant 
vice-president; E. N. Islin, cashier; J. H. 
Chapman, Jr., L. P. Harrell, Edwin 
Hyde, T. P. Parsley, and O. B. Wool- 
dridge, assistant cashiers; and A. V. 
Kidd, auditor. 

At the December meeting of the 
board of directors, a dividend of 50 
cents a share, amounting to $18,000, 
was declared on the 36,000 shares of 
stock outstanding, payable on Decem: 
ber 31. 

The Morris Plan Bank of Virginia 
has offices in Richmond, Petersburg, 
Newport News, Roanoke, and Norfolk, 
the Norfolk bank being the first Morris 
Plan Bank in America, having been 
organized in 1910. 
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@At the regular meeting of the board 
of directors of the Philadelphia National 
Bank held January 14, 1935, J. Paul 
Crawford, J. Bickley Jackson and 
Harold W. Wallgren were appointed 
assistant cashiers. 


@ Directors of Bankers Trust Company, 
New York, meeting last month, made 
the following official changes: 

H. H. Martin and B. J. Morse, 
formerly trust officers, were elected 
vice-presidents; W. A. Morgan, Jr. and 
F. A. Cochrane, formerly assistant trust 
officers, were appointed trust officers; 
H. E. Mumford, formerly assistant trust 
oficer, was ippointed assistant secre- 
tary; and Albert Muller, formerly as- 
sistant manager of the London office, 
was appointed assistant treasurer. 


GAt the annual organization meeting 
of the board of directors of the Chemi- 
cal Bank & Trust Company held Janu- 
ary 17, Percy H. Johnston, who has 
been serving both as chairman of the 
board and president, relinquished the 
presidency which he has held since 1920. 
As chairman of the board, Mr. Johnston 
will continue as the chief executive 
oficer of the bank. Frank K. Houston, 
formerly first vice-president, was elected 
president. N. Baxter Jackson, formerly 
executive vice-president, succeeds Mr. 
Houston as first vice-president. Joseph 
A. Bower was re-elected executive vice- 
president. 

At the meeting all other officers 
were re-elected and, in addition, M. D. 
Howell, Wandell M. Mooney, and 
Spencer Tunnell, Jr., formerly assistant 
vice-presidents, were elected vice-presi- 
dents. 

The Chemical Bank & Trust Company 
is one of the oldest financial institutions 
in the country and is entering its one 
hundred and twelfth year. It has an 
unbroken dividend record since 1827 
and its last statement shows total re- 
sources of five hundred and seventy 
million dollars. 


The confidence which President 
Roosevelt has in the mass of the people 


TRUST DEPARTMENTS 
ALL OVER THE 
COUNTRY ARE USING 





Personal Trus 
Administration 





By CUTHBERT LEE 


A Working Manual for 
Every Trust Department 


Price $5.00 


BANKERS PUBLISHING CO. 


465 MaIn STREET 
CAMBRIDGE, MAss. 


of this country seems to be more than 
justified by the report of The Morris 
Plan Bank of Virginia to the moderniza- 
tion credit division of the Federal Hous- 
ing Administration as of January 15, 
which showed 432 loans made over the 
period of the last five months, aggregat- 
ing some $190,000, with not a single 
account more than 15 days past due in 
any of the required monthly deposits. 
The Morris Plan Bank of Virginia 
has made 32 per cent. of the total 
modernization credit loans made in 
Virginia, both in number and amount, 
and ranks 10th among banks jn the 
whole United States in this respect. 


G Earnings of $11,443,000 for the year 
1934 were reported last month by Bank 
of America N. T. &S. A. and its asso- 
ciated state bank, the Bank of America 
(California). For the latter half of 
the year, earnings amounted to $6,229,- 
000, or more than a million dollars a 
month. 
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Commenting on the year-end state- 
ment, A. P. Giannini, chairman of the 
board and president, said, “The state 
of California has had an exceptionally 
good year, and its prosperity is reflected 
in the report of Bank of America, with 
total deposits of $997,696,000 as of 
December 31.” 


@ John Huegin Puelicher, former presi- 
dent of the American Bankers Associa- 
tion, president of the Marshall and 
Ilsley Bank, Milwaukee, since 1910, 
died January 27. Mr. Puelicher, who 
was sixty-five years old, had been ill 
about a week. 

A member of the staff of the Marshall 
and Ilsley Bank of Milwaukee since 
1893, John Huegin Puelicher was widely 
known for his interest in education 
both before and after his one-year term 
as president of the American Bankers 
Association, to which he was elected 
in 1923 after serving a previous term 
as first vice-president. After leaving 
the presidency he became chairman of 
the board of the association’s $500,000 
educational foundation, organized to 
provide scholarships and to encourage 
research in economics in American col- 
leges, and also chairman of its public 
education commission. 


COMING BANKERS’ CON- 
VENTIONS 
STATE 
May 7-8—Oklahoma Bankers 
Oklahoma City. 
May 9-10—North Carolina Bankers 
ciation, Carolina Hotel, Pinehurst. 
May 14-15—Missouri Bankers Association. 
May 23-24—South Dakota Bankers Asso’ 
ciation, Sioux Falls. 
May 23-25—New Jersey Bankers Association, 
Ambassador Hotel, Atlantic City. 
GENERAL 
) Annual Midwinter Trust Con- 
ference, Waldorf Astoria Hotel, New 
York. 


April 14-17—Executive Council, American 
Bankers Association, Bon Air-Vanderbilt 
Hotel, Augusta, Ga. 

June 10-14—American Institute of Banking, 
Omaha, Nebr. 

Nov. 11-14—American Bankers Association, 
Roosevelt Hotel, New Orleans, La. 
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